STUDY OF VESSEL TRANSFER, TRADE-IN 
AND RESERVE FLEET POLICIES 


HEARINGS 


BEFORE THE 


MAIN 
SUBCOMMITTEE ON MERCHANT SEXRTNRE 


COMMITTEE ON 
MERCHANT MARINE AND FISHERIES 
HOUSE OF REPRESENTATTYV ES 
EIGHTY-FIFTH CONGRESS 
FIRST SESSION 


PART 2 


Printed for the use of the Committee on Merchant Marine and Fisheries 


os 


UNITED STATES 
GOVERNMENT PRINTING OFFICE 
WASHINGTON : 1957 








COMMITTEE ON MERCHANT MARINE AND FISHERIES 
HERBERT C. BONNER, North Carolina, Chairman 


FRANK W. BOYKIN, Alabama THOR C. TOLLEFSON, Washington 
EDWARD A. GARMATZ, Maryland JOHN J. ALLEN, Jr., California 
EDWARD J. ROBESON, Jr., Virginia TIMOTHY P. SHEEHAN, Illinois 
LEONOR K. (MRS. JOHN B.) SULLIVAN, WILLIAM K. VAN PELT, Wisconsin 
Missouri JOHN H. RAY, New York 
T. A. THOMPSON, Louisiana WILLIAM 8S. MAILLIARD, California 
GEORGE P. MILLER, California FRANCIS E. DORN, New York 
JOHN C. KLUCZYNSKI, Illinois THOMAS M. PELLY, Washington 
HERBERT ZELENKO, New York ELFORD A. CEDERBERG, Michigan 
FRANK M. CLARK, Pennsylvania A. D. BAUMHART, JR., Ohio 
THOMAS L. ASHLEY, Ohio H. R. GROSS, Iowa 
JOHN D. DINGELL, Michigan VINCENT J. DELLAY, New Jersey 
L. MENDEL RIVERS, South Carolina WILLARD S. CURTIN, Pennsylvania 


TORBERT H. MACDONALD, Massachusetts ROBERT J. McINTOSH, Michigan 
ALTON LENNON, North Carolina 

ALFRED E,. SANTANGELO, New York 

JOHN YOUNG, Texas 


E. L. BARTLETT, Alaska 


JOHN M. Drewry, Chief Counsel 
BERNARD J. ZINCKE, Counsel 
CHARLES F. WARREN, Assistant Counsel 
WILLIAM B. WINFIELD, Chief Clerk 


SUBCOMMITTEE ON MERCHANT MARINE 


HERBERT C. BONNER, North Carolina, Chairman 


EDWARD J. ROBESON, Jr., Virginia JOHN J. ALLEN, JR., California 

T. A. THOMPSON, Louisiana TIMOTHY P. SHEEHAN, Illinois 
GEORGE P. MILLER, California WILLIAM K. VAN PELT, Wisconsin 
JOHN C. KLUCZYNSKI, Illinois JOHN H. RAY, New York 

THOMAS L. ASHLEY, Ohio WILLIAM 8S. MAILLIARD, California 


TORBERT H. MACDONALD, Massachusetts THOMAS M. PELLY, Washington 
It 





DEPO¢;- 

UNITED «7 TED 

NITED STATES be THE 
; F 


CONTENTS 





Testimony of 


Bull, W. Lyle, commercial shipping adviser, MSTS; and Wilbur L. Page 
Morse, counsel, both acconp: inying J. M. Will 586 
Collins, Rear Adm. Howard L., Assistant Chief of Naval Operations; 
and Capt. A. G. Schnable, Office of Petroleum and Transportation 
of Chief of Naval Operations __- ; si 601 
Ford, Walter C., Deputy Maritime Administrator oe 606 
Gano, Rear Adm. Roy A., Deputy Commander, MATS 618 
Gates, Hon. Thomas 8., Jr., Secretary of the Navy, accompanied by 
Vice Adm. John M. Will, Commander, Military Sea Transportation 
Service; Rear Adm. Albert G. Mumma, Chief, Bureau of Ships; 
Rear Adm. H. L. Collins, Assistant ona Naval Operations for 
Logistics, Navy Department; and Rear Adm. Walter C. Ford, 
Deputy Maritime Administrator, D« pairttl ent of Commerce f 630 
Hi: i lock, Hoyt 8., executive secretary, AFL-CIO Maritime Com- 
I 1ittee — 684 
iain Clarenee G., Maritine Administrator and Chairman, Federal] 
Maritime Board; Walter C. Ford, Deputy Maritime Administrator; 
and Martin I. Goodman, Deputy C hief, Office of Ship Operations, 
Annee of Commerce : ; : . 481, 533 
eilly, Harry a executive secretary-treasurer of the maritime 
ene a ‘partme) AFL-CIO : : 714 
Weeks, Hon. Sinclair, Secretary of Commerce; Louis 8. Rothschild, 
Under Secretary for Transportation; and Walter C. Ford, Deputy 
Maritime Administrator, Department of Commerce 660 


Will, J. M., Vice Admiral, USN, Commander, Military Sea Trans- 
portation Service; Howard L. Collins, Rear A¢ im viral, USN, Assistant 
Chief of Naval Operations (Logistics); Roy A. Gano, Rear Admiral, 
USN, Deputy Commander of the Military Sea Transportation 
Service: and A. G. Sechnable, Captain, USN, Office of Petroleum 
and Transportation of Chief of Naval Operations__ acta ee Se ie 

Additional information 
American Steamship Lines, article from ‘Shipping Outlook,’’ May 
1957, sae and Build_ waren we eee eee 

Article Treasury Secre tary "George Humphrey’s M. A. Hanna Co. 
to shenes in another Government subsidy- 

Bonner, on. Herbert C., letter, April 1, 1957, to Hon. Charles E. 
Wilson, re testimony from officials of Department of Defense 

Collins, Re. ar Adm. H. L., Assistant Chief of Naval Operations, le tter, 
May 27, 1957, re transfer of ships by Niarchos interests and M. A. 
AOR ROOe 35 ~ So cdacwndcateae 

Department of Defense, report, Ocean Shipping To Support the 
Defense of the United States, prepared by MARAD-Navy Planning 
Group, April 12, 1957 

Ford, Walter C., Acting Maritime Administrator: 

Letter, June 25, 1957, re effect on rates of the tanker shortage 
during Korean action ithe 
Ships Under Effective United States Control, insert sy = 

Maritime Administration: 

Certificates of necessity authorizing accelerated depreciation on 
oceangoing tankers under expansion goal No. 27 

Foreign construction of passenger and combination passenger/ 
cargo ships since January 1, 1956, table 

Letter, May 29, 1957, re tax effect on deposits in reserve funds, 
etc 


Tit 


573 


721 


583 








IV CONTENTS 


Additional information—Continued 
Maritime Administration—Continued 
Participation of United States flag cargo ships in United States 
foreign trade by major foreign areas, 1953-55 
Report covering operations of the subsidized lines under operating- 
differential subsidy contracts under Merchant Marine Act of 
1936, for 18 years ended December 31, 1955 
Return to the Government through taxes of amounts appro- 
priated for construction subsidy 
Returns from sales of war-built ships under 1946 act 
Review of vessel trade-in activities—History and policies relating 
to trade-in of United States merchant ships, from enactment 
of Merchant Marine Act, 1936, as amended, to April 30, 1957 
Ships sold for scrap from reserve fleets, October 1945 to May 1957, 
breakdown by types 
Statement by Clarence G. Morse 
Total United States oceanborne foreign trade by coastal area, 
in tons of 2,240 pounds, 1956, table_-_. 
Transatlantic and transpacific passenger traffic by sea and air by 
United States and foreign flag, 1956, table 
Utilization Maritime Administration ships in grain storage pro- 
gram for Commodity Credit Corporation, United States 
Department of Agriculture, surplus grain 
Military Sea Transportation Service, Rear Adm. Roy A. Gano, 
Deputy Commander, letter re foreign-flag ships considered to be 
under effective United States control as of June 15, 1957 
Seafarers International Union, article from ‘Seafarers Log,’’ March 
15, 1957, re Tankship trade nets fabulous cash rewards ; 
Thomas, Hon. Charles 8., Secretary of the Navy, letter, February 20, 
1957, to Hon. John J. Allen, Jr., re provisions which are in existence 
for gaining control of United States-owned shipping which is flying 
foreign flags 
Weisberger, Morris, secretary-treasurer, Sailors’ Union of the Pacific, 
letter, July 16, 1957 


Page 


521 
192 
193 


187 


199 


529 


«J 
ww 
— 


549 


626 


720 


566 


~] 
bo 





STUDY OF VESSEL TRANSFER, TRADE-IN, AND 
RESERVE FLEET POLICIES 


WEDNESDAY, MAY 8, 1957 


Hovsr or REPRESENTATIVES, 
SUBCOMMITTEE ON MercHANT MARINE OF THE 
CoMMITTEE ON MercHant Marine AND FISHERIES, 

Washington, D. C. 

The subcommittee met at 10 a. m., pursuant to call, in room 219, 
Old House Office Building, Hon. Edward J. Robeson, Jr., presiding. 

Mr. Ropeson. I call the hearing to order. The hearing today is a 
resumption of a series of hearings started on March 27 to inquire into 
vessel transfer, trade-in and build, and reserve fleet policies under the 
administration of the Department of Commerce. 

Prior to the Easter recess, the committee took extensive testimony 
from officials of the Maritime Administration and others on the sub- 
ject, of transfer policy in connection with the so-called trade-out-and- 
build program. 

Today we have asked the Maritime Administrator, Mr. Clarence 
Morse, to direct his remarks to the administration of the trade-in 
policy pursuant to the Merchant Marine Act of 1938 and to the sub- 
ject of the national defense reserve fleet established pursuant to the 
Merchant Ship Sales Act of 1946. 

We will be glad to hear you, Mr. Morse. 


STATEMENTS OF CLARENCE G. MORSE, MARITIME ADMINISTRATOR 
AND CHAIRMAN, FEDERAL MARITIME BOARD; WALTER C. FORD, 
DEPUTY MARITIME ADMINISTRATOR; AND MARTIN I. GOOD- 
MAN, DEPUTY CHIEF, OFFICE OF SHIP OPERATIONS, MARITIME 
ADMINISTRATION, DEPARTMENT OF COMMERCE 


Mr. Morse. Good morning, gentlemen. We do not have a prepared 
statement but we have submitted to the committee a report entitled 
“Review of Vessel Trade-in Activities.” 

I think that if we just talk generally with reference to that docu- 
ment we can pretty fully advise the committee on our activities in this 
area. 

Mr. Totterson. What is this statement ? 

Mr. Morsr. That is a prepared statement which is limited to the 
reserve fleet policy which is one of the documents in this pamphlet 
which I have, but I had not gotten to it. 

Mr. Drewry. You are not going to read these, but only to refer to 
them ? 

181 
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Mr. Morse. I think it is only necessary to refer to them. I believe 
you all have a copy of that Review of Vessel Trade-in Activities 
pamphlet. 

This pamphlet sets out the statutory authority as well as the ac- 
tivities taken by Maritime based on that statutory authority. Section 
507 of the Merchant Marine Act relates primarily to trade-in values 
against the purchase price of vessels which have been built for the 
Government account. 510 refers to the trade-in value on vessels which 
have been built by the shipyard under a contract signed both by the 
Government and by the owner. It is signed by the Government only 
to the extent that the Government participates as a trade-in creditor. 

We have utilized section 507 in very few, if any, instances. I 
checked around informally at Maritime and no one had any recol- 
lection that section 507 had been utilized at any time. The few in- 
stances where trade-ins have been made have been under section 510. 

Section 507, you will note, says that the trade-in credit will be a 
fair and reasonable valuation which shall not exceed the cost to the 
owner less a reasonable and proper depreciation. In other words, it is 
substantially the depreciated book value of the vessel and in that re- 
gard it would be very similar to the 510 (h) trade-in value for tankers. 

In respect to 510 you will note that the trade-in allowance is referred 
to in subdivision (d), under which we are authorized to pay a fair 
and reasonable value for the vessel, taking into considertion scrap 

value, the depreciated value based on 20-year life and the market value 
for world trade or in the foreign or domestic commerce of the United 
States. So that section 510 establishes a new principle for determin- 
ing the allowance of credit for a trade-in vessel. Rather than being 
limited to the depreciated book value as 507 authorizes, we now t: ake 
into consideration those three factors in arriving at a fair and 
reasonable value. 

In this pamphlet at pages 3 and 4 we have set forth some of the 
legislative background which led up to the adoption of section 510 
and also which indicates the view of the Congress or the House Com- 
mittee on Merchant Marine and concerning the intent primarily of 
the trade-in provisions of section 510. 


9 


For example, on page 3, it is noted: 
The Government is responsible for this obstacle— 


obstacle referring to the privilege of buying vessels in the world 


market and also the restraint on the sale of American-flag vessels— 


The Government is responsible for this obstacle to the extent that legislative 
restrictions and national policy prevent or render inadvisable the disposal of 
vessels in the most generous wo rid market otherwise available to the ‘ir owners. 
Then the next statement is that the 1936 act— 
expresses the governmental policy that vessels over 20 years of age should be 
replaced, but unless their owners are permitted an outlet whereby they can 
dispose of the older vessels, it is idle to expect them to contract for new ones. 
In other words, this was an indication that some outlet either on a 
trade-in basis or permission to transfer the vessels foreign should be 
provided to the owners of these old obsolete vessels in order to assist 
them and encourage them in going in for new construction. 
The next paragraph, I think, is pertinent, at the foot of page 3: 
Considerable study has been given to the advisability of a proviso to the effect 
that in the turn-in of vessels purchased from the Government, the credit should 
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be determined by a formula similar to that now incorporated in section 507 
of the Merchant Marine Act, 1936, or by limiting the turn-in allowance in each 
ease to the price paid the Government. The theory behind such proviso would 
be that the allowance might in some cases be disproportionate to the price 
originally paid the Government, especially if no attempt be made to evaluate 
guaranteed operation clauses in some of the original sales contracts, or other 
considerations which attended the sales. Both the Commission and your com- 
mittee recommend that no such proviso be incorporated in the section. Under 
such a proviso, the present vessels in that category might not be replaced at 
all, and to that extent retard the Government’s construction program. 

Then we also quote briefly from Report No. 843, which is a report 
of this committee, which was issued in 1955, 

You are all familiar with section 510 (h), which is the tanker trade- 
in legislation. That section sets up two categories of tankers and, 
incidentally, the tanker trade-in-and-build program was not intended 
to siphon off inefficient or obsolete vessels but was more intended to 
secure usable tankers for the reserve fleet in addition to securing new 
construction. 

Under section 510 (h) the trade-in credit which is to be made for 
tankers which were war-built tankers or tankers which were suitable 
for placement in the reserve fleet is the depreciated book value, but 
you will also note that there is another category of tankers there, in 
other words, tankers which do not fall within the category of war 
built or of a type and quality suitable for placement in the reserve 
fleet. 

This other category of tankers is to be given a trade-in credit 
under the formula of section 510 (d). At the time that legislation 
was enacted, the depreciated book value was in excess of the 510 (d) 
value. Now the situation is reversed. 

Turning to page 7 of this pamphlet, we have given a summary of 
the trade-in programs prior to 1954, and toward the rear of the pam- 
phlet you will see a number of tables which show the names of the 
companies and the names of the vessels that were traded in from 
1936 to May 15, 1947, 

Table 2 shows the vessels and owners and the prices allowed for 
the lakers that were traded in in 1942 and 1943 under the special 
consideration which was given during the war to encourage laker con- 
struction on the Great Lakes. 

It will be noted that there are a few tankers, freighters, and pas- 
senger vessels with respect to which no adjustment in trade-in allow- 
ance was made. ‘The owners of these ships did not elect to take ad- 
vantage of the provisions of the 1946 act which granted a reduction 
in the sales price of the new ships previously purchased by them pro- 
vided they accepted at the same time an adjustment iovinttent in 
the trade-in allowance for the old ship traded in. 

The records of the former Maritime Commission with respect to the 
original transactions reflected in tables 1 and 2 do not reveal that 
any one factor was controlling in determining the original trade-in 
allowance as shown. However, it does appear that consideration was 
given to all of the three factors set forth in section 510 (d) of the 1936 
act in making such determinations. 

There were no trade-in transactions from May 15, 1947, until the 
adoption of the tanker trade-in-and-build program in 1954. 

That accounts for the fact that table 1 runs to May 15, 1947, as also 
does table 2, and that table 3, although commencing on May 16, 1947, 
and running thr | April 1957, deals only with tankers. We have 
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had no trade-ins up to this time since 1947 other than under the tanker 
trade-in legislation, although we do now have pending, as you will 
note from table 5, a number of applications for trade-in ¢ redit on dry 
cargo vessels, 

With the exception of Ore Transport, Inc., this is in connection with 
7 long-range replacement evar ims of the subsidized operators. 

I do not think it is necessary to dwell at length on the tanker trade- 
in-and-build program. We hs ave had six new tankers built under that 
legislation with 14 vessels traded in and these vessels and the prices 
paid are all identified on tables 3 and 4. There were two m: jo : rea- 
sons why more new tankers were not built under the trade-in-and- 
build legislation. One is the fact that the market value for tankers 
now exceeds and has exceeded for a substantial period of time the de- 
preciated book value, and the other major factor was the requirement 
of the law that the tanker would be placed in class before it was traded 
in to the Government, and in many instances the class requirement 
was at very substantial expense to the owner. 

Mr. Mitrer. That is, as a result of the tanker trade-in-and-build 
program you gained about 180,000 deadweight tons of tankers accord 
Ing to ti able 4 

Mr. Morse. 180,000 tons: yes, sir. 

Mr. Mrirurr. You still have 223,000 and we added an additional 
180,000 in capability. 

Mr. Morse. That is correct. 

Mr. Mitier. That is one of the things we were seeking. 

Mr. Morse. That is correct. That was and is a deficiency in tankers 
for mobilization purposes. 

Now, turning to dry cargo vessels, as I indicated, other than the 
st: aed y provision of section 510 (d) there appears to have been no 
policy established in Maritime on what valuation would be made for 
trade-ins s of dry cargo vessels prior to an adoption of the policy in 
1956. One major reason for the absence of such a policy determina- 
tion was the fact that there were no trade-ins imminent during the 
period from 1947 up to 1956 but, knowing that we would be con- 
fronted with trade-ins of dry cargo vessels in the near future, we 
decided it was an appropriate time to establish a policy so that the 
Congress would be fully informed of what we were proposing to do. 
The details of this policy are set forth in this pamphlet commencing 
at page 11. 

The way it was initiated is that we established a committee in Mari- 
time known as the Ship Valuation Committee and we requested it 
to set up a series of criteria for the trade-in values of dry cargo vessels 

At about this same time we had our General Counsel review section 
510 as it was affected by section 802, to determine whether the 802 
values had an impact on section 510 trade-in values. 

Mr. Drewry. Mr. Morse, would you explain what the relationship 
of 802 is to this problem ? 

Mr. Morse. Section 802 says that in the event the Government req- 
uisitions or purchases a vessel which has been built or improved 
with construction subsidy, the price paid by the Government will be 
the depreciated book value. It was considered in Maritime at one 
time that this limitation of 802 also applied on trade-ins but we had 
that matter reviewed by Mr. Ransom when he was General Counsel 
and he concluded that section 802 did not put a ceiling on 510 trade-in 
values. 
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Mr. Drewry. Do you have any knowledge of how long that view 
maintained at Maritime about the restricted effects of 802 ¢ 

Mr. Morsz. Yes. There was an opinion of the General Counsel in 
maritime but I do not recall the date. It had been written quite ¢ 
number of years before 1956. 

Mr. Drewry. The point I was getting at was that you mentioned 
that there had been no indications of the desire to use the trade-in 
provision and I wondered whether this outstanding opinion might 
shed some light on why there was not. 

Mr. Morse. I do not think so because 1947 was the last time when a 
dry cargo vessel was traded in under the Ship Sales Act. Subsequent 
to that time there were no dry cargo trade-ins at all and have not been 
up to this date. 

All of the vessels that were of an age and category to be traded in 
apparently had been traded in by 1947. 

Mr. Drewry. Except that in 1951 or 1952 the long-range bill which 
was considered over a period of about two full Congresses reduced 
the trade-in age to 12 years so that there would have been at least 
a couple of years there before your decision came along. 

Mr. Morse. That is true, but I do not think that the prev rious opinion 
in Maritime had any influence on the absence of dry cargo trade-ins. 
I do not think there were any vessels that the owners hi: ad that they 
would trade in even though they were only 12 year or more of age. 
Most of these vessels that are now being considered for trade-in were 
war-built vessels and are just now attaining the age of 12 years. 

Mr. Drewry. After the 12-year authority came in, were there any 
efforts on the part of the Maritime Administration to induce opera- 
tors to trade in? 

Mr. Morse. I have no direct information on that, but I would be 
inclined to say that there were no efforts made because all of the op- 
erators had just bought vessels under the Ship Sales Act which were 
relatively new vessels, so that there was little or no inclination to 
build brandnew vessels. 

Mr. Drewry. I was not thinking of their Se I was won- 
dering, in view of the purpose of reducing the age to 12 years, which 
was to break up the block obs: lescenc ee oble m, whether there had 
been any efforts at any time until, say, right now, to induce operators 
to trade in and take advantage of th: a so that replacement could be 
spread out over a long period of time. I do not think there was 
any effort 

Mr. Morse. Anyway, our General Counsel in 1956 concluded that 
section S802 did not put a ceiling on section 510 (d) values, and we 
had his oo reviewed by the General Accounting Office and they 
confirmed the legality of his decision, so that, accordingly, this matter 
of trade-in policy was referred to the Ship Valuation Committee 
and a policy was issued. That policy is set forth at page 12 of the 
pamphlet. 

In subst: ance, what we say is that we will pay 90 percent of the 
unrestricted world market value for trade-in of vessels, whether they 
were privately built vessels, whether they were war-built vessels, or 
whether they were vessels built with construction subsidy aid. Now, 
the reason we put that 90 percent rather than 100 percent of the 
world market value was this: In approving foreign transfers we 
have put restrictions on such vessels, namely, that the ownership or 
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registry may not be changed without Maritime approval, that the 
vessel may not trade to Communist-controlled countries, that the 
vessel must be made available to the United States in the event of 
war on the same terms and conditions that the vessel would be 
available if it had remained under American flag, and as a result of 
these conditions there is an approximate 10 percent reduction in the 
world market price as compared with an identical vessel which does 
not have those restrictions on its use. 

I do not think that there is anything more that needs to be said 
about the policy itself. It is very brief and is set forth at the top 
of page 13. If you wish, I will read it into the record inasmuch as 
the record may not contain a copy of this pamphlet. 

(1) In no case is unrestricted world market value to be allowed. The re- 
stricted world market value is generally aroumd 10 percent lower than the 
unrestricted or free world market value. 

(2) In the absence of unusual circumstances restricted world market value 
represents the fair and reasonable trade-in allowance for ships, whether or not 
built with construction-differential subsidy or purchased under the Merchant 
Ship Sales Act of 1946, except that if any national defense features were paid 
for by the Government the allowance is to be reduced to the extent of the Gov- 
ernment’s cost for such features depreciated on a 20-year basis. 

This cannot apply, however, in the case of any tanker, which is subject to the 
statutory limitation specified in section 510 (h) of the 1986 act; viz, the price 
paid by the owner of the ship plus capitalized improvements. 

(3) It is the opinion of the committee that, with respect to ships traded in, the 
Tact that they may have been operated with operating-differential subsidy is not 
to be considered in establishing trade-in values. 

That policy was adopted on November 9, 1956. 

The justifications for the policy are set forth on page 13 of this 
pamphlet. There are 7 reasons indicated. One is section 802 does 
not place a ceiling on the trade-in allowances under section 510. The 

second is the policy will assist in financing the tremendous building 
program which confronts the owners of dry cargo vessels. 

Three, that unless shipowners receive a fair “and reasonable value 
for their ships, it is questionable whether they would undertake the 
replacement of their ships, and the solution of the problem of block 
obsolescence would thus be retarded. 

Four, it recognizes in favor of the owner the values which owners 
of other personal property are able to obtain for themselves in the 
world market. 

Five, American shipowners should not be treated less favorably than 
noncitizens. Noncitizens were able to buy vessels under the 1946 Ship 
Sales Act and they have available to them the unrestricted world 
market value for their sales. 

Six, the fact that the Government may, under this policy, pay more 
for a ship than the owner initially paid for such ship when he bought 
it from the Government, is not inconsistent with the experience with 
other war asset sales, and furthermore, the return to the Government 
on sales of ships under the Ship Sales Act was a very favorable return 
compared with the return to the Government on disposal of much of 
the other surplus war assets. 

Mr. Totierson. When you say “favorable,” would you say it was 
better ? 

Mr. Morse. Yes, sir, a better price recovered by the Government 
relation to its cost. 





STUDY OF VESSEL TRANSFERS 487 


Mr. Ropeson. A higher percentage of recovery ? 

Mr. Morsr. Yes, sir. 

Mr. Tot.erson. Further with respect to that question which I asked 
you, do you have any figures to present to indicate how much better 
the figures of realization were ? 

Mr. Morse. I do not have those figures here but, as I recall, under 
the Ship Sales Act the price of vessels was approximately one-third 
of the cost of the vessels. However, I do not have figures of other war 
asset disposal recoveries with me. 

Mr. Auten. Mr. Morse, was not the figure originally about 5 per- 
cent of the original cost with regard to other assets? 

Mr. Morse. That is my recollection. Mr. Allen, but I do not have 
figures with me to justify it. I think that is the f fact. 

Seven, is that consideration was given to expressions of congres- 
sional intent to which I have referred previously referring to the 
various reports. 

Mr. Totierson. Mr. Chairman. 

Mr. Rosrson. Mr. Tollefson. 

Mr. Toutierson. I think it might be helpful if at this point in the 
record we had some figures with respect to what the Government 
realized on the sale of other assets. 

Mr. Morse. We will endeavor to get that and supply it for the 
record. 

Mr. Totiterson. Thank you. 

(The information referred to follows :) 

RETURNS FROM SALES OF WAR-BUILT SHIPS UNDER 1946 AcT 

Under the 1946 act a total of 1956 war-built ships were disposed of with a 
domestic war cost value of $4,483,833,682. The Government realized a net sales 
price after allowances from the sale of the 1956 ships of $1,708,404,174, or 38.53 
percent of cost. This information is taken from report to the Senate Interstate 
and Foreign Commerce Committee dated April 20, 1951. The Government has 
collected approximately $102 million in interest from the mortgages placed on 

the ships it sold, and is earning interest at the rate of about $3'4 million a year 
at the present time. 

The average return realized by the Government on all surplus property sales 
through February 29, 1948, was 19.6 percent. During the same period the Mari- 
time Administration, in its surplus property sales other than ships, realized 
29.7 percent. These statistics are from Report No. 1365, Committee on Expendi- 
tures in the Executive Departments, dated 1948, page 25. 

Mr. Morse. On page 15 we refer to the current status of the trade- 
in program and that, of course, refers to table 5. We have requests 
for trade-in from American Export Line, American Mail Line, and 
Moore-McCormack Lines. Lykes will also trade in some of their 
vessels but, as I recall, no formal application has yet been received 
from them. 

In addition, we have a trade-in request from Ore Transport Co. 

Included in these trade-ins proposed are 14 dry cargo ships and 1 
combination tanker-ore carrier. We have id million in our appro- 
priations carried over from previous fiscal years which we can use to 
pay the trade-in allowances on these vessels aa pursuant to the policy 
which was adopted in November 1956, we are proposing to pay the 
restricted world market value for each of the traded-in vessels, with 
the exception of the tanker-ore carrier; and in the event there was a 
national defense allowance on any of those vessels, the trade-in allow- 
ance will be reduced by the depreciated portion of the national defense 
allowance which was paid on the particular vessel. 
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By means of this trade-in program we accomplish two things. One 
is that we assist the owners in going ahead with their replacement 
program, and secondly and equally important is that we will upgrade 
the reserve fleet because these vessels that are being traded in, although 
in large part war-built vessels, are vessels of the C-2 and C-3 cate- 
gories. They are and will be very usable vessels in the event of a 
national emergency. 

As distinguished from many of the vessels which are now in the 
reserve fleet, the greater proportion, of course, being the Liberty type, 
10-knot vessels, these vessels will be in the 16- and 1614-knot category 
in most instances. 

That brings us to this last document that I have here in my folder, 
which is the statement on the reserve fleet policy. 

Mr. Rosrson. We might see if we have questions from the com- 
mittee before we proceed further. 

Mr. Tollefson. 

Mr. 'Totierson. One question has been in my mind for some time 
and I do not have an answer for it. Maybe you do not either. When 
you speak of upgrading the ships in the reserve fleet, the impression 
is that there are some ships there that are getting older and older. 
Does the Maritime Administration have any definite plans yet with 
respect to the older vessels in the reserve fleet ? 

Mr. Morse. Yes, we do have. We work in conjunction with the 
Navy on the disposal of all vessels that are in the reserve fleet. In 
this next statement we identify 17 vessels that we have scrapped 
within the last 12 to 18 months, and 4 or 5 more are now being re- 
viewed by the Navy as to whether they will concur in scrapping those 
older vessels. They are in large part overage vessels or war-built 
vessels which were pretty badly damaged, so that the cost of recon- 
ditioning does not justify their retention. 

You will bear in mind the fact that it costs us about $7 million 
annually to maintain the reserve fleet. We have a little over 2,000 
vessels in the reserve fleet so that the cost per vessel is about $3,500 
per annum. 

Our maintenance program of the reserve-fleet vessels does maintain 
those vessels in quite good condition. The bottom is preserved by 
the cathodic system, which minimizes or eliminates corrosion of the 
hull of the vessel, and we also maintain the engines and the gear so 
that the vessels can be reactivated in a relatively prompt time at rea- 
sonable expense to the Government. 

As a matter of fact, to indicate that, there were, as I recall, in the 
neighborhood of 400 vessels that were broken out for the Korean 
emergency. In addition, in the last 6 to 9 months, we have broken 
out 125 vessels for charter to private operators. ‘Those vessels, both 
the Liberty type and Victory type, are being reconditioned and put 
in class, and, including the deactivation cost, it is running between 
$225,000 and $250,000 per vessel, and the reconditioning time, where 
there is no urgency, is about 6 weeks per vessel, so that there is a re- 
serve which is readily available to the Government and very usable 
for the Government in an emergency period, and also a very usable 
reserve in an unusual situation such as that which was created by the 
Suez Canal situation. 

Mr. Toturrson. I have another question which I would like to ask 
of you. I had occasion to be over to the Pentagon at one of these brief- 
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ing breakfasts that they give occasionally, and I asked a question, 
the answer to which I do not like. I will not repeat it here particu- 
larly. I got the impression that, in some quarters at least, in the mili- 
tary they placed less stress on the importance of the merchant marine 
in the future because of de -velopments in the aircraft field. The ques- 
tion I want to ask of you is: Do you believe that, in the foreseeable 
future, there will be less need for a merchant marine in the event of 
an emergency than there was in World War II or World War I? 

Mr. Morss. Well, frankly, Mr. Tollefson, I do not think that my 
views are of much value, because I am not adequately informed on the 
views of the military as to what the next war, if one comes, will be 
like, whether it will be a war which will be of 2 weeks’ duration or 
whether it will be a war of some years’ duration. If it is a war of 
some years’ duration, there is no question in my mind but what a mer- 
chant fleet is absolutely essential to carry the tremendous quantities 
of war materiel that would be required for a war of some duration. 

As I recall, in World War II, only a nominal percentage of war 
cargoes was carried by plane. Almost all of the cargoes were carried 
by ships. I think that again will apply in another war, if it is of any 
time duration. I think that a merchant fleet is an absolute must, not 
only for national-defense reasons, but also for the economy of the 
country in peacetime. 

Mr. SHeeHan. Will the gentleman yield ? 

Mr. Mitirr. Will the ge ntlem: an yield ? 

Mr. Totierson. I think Mr. Sheehan spoke first. 

Mr. SHEEHAN. Suppose it is a so- called pushbutton war, and ends 
in2or3 months. We are going to assume that we will be victorious. 
Then, in my estimation, we will still need a big merchant marine, be- 
sause, on the assumption that we are the conquerors or victors, we are 
still going to have to transport troops as a measure of protecting our 
victory once we have won it, and to take over the necessary material 
to supply the troops and occupying forces. Would that be a logical 
assumption ? 

Mr. Morse. It certainly would be a logical assumption plus the re- 
building of the destroyed countries; not only our destruction, but also 
other countries. The destruction would have to be repaired and ships 
would be required to carry the material. 

Mr. SHEEHAN. So that, even if the military has the most up-to-date 
missiles that would prohibit vessels from being on the ocean during 
the short period of the war, the minute that pushbutton war is over 
we would still, as you said, need to go across the oceans of the world 
to supply men and material. 

Mr. Morse. Yes, sir. 

Mr. Mitxer. Mr. Morse, did the Korean incident put a strain on our 
merchant marine ? 

Mr. Morse. Our merchant marine could not begin to take care of 
the military requirements without the aid of 400 or more ships broken 
out of the reserve fleet to assist it, plus a lot of fore 19N- flag vessels that 
were chartered for that purpose. 

Mr. Mitier. And that in no sense was naval war. We lost few 
merchant ships due to action in a war. 

Mr. Morse. We lost approximately none. 
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Mr. Miturr. So that even this almost unilateral action, so far as 
war is concerned on sea, put a strain that we could hardly meet on our 
merchant marine. 

Mr. Morse. That is correct. 

Mr. Mutter. Did the closing of the Suez Canal put a strain on the 
merchant fleets of the world, particularly the tankers? 

Mr. Morse. Yes; that simple thing, which was a rel: atively minor 
incident in world affairs, put a tremendous strain upon the entire 
merchant fleets of the world. 

Mr. Minter. That would only be the skirmish in a regular war. 

Mr. Morse. Yes; it was only a skirmish. 

Mr. Minter. I think that is an answer to all of this, as to the plans 
that the military have for using the air. I think it has been said on the 
floor, and rightfully so, that we have not the planes to transport one 
division overseas. 

Mr. Totierson. I have no further questions, Mr. Chairman. 

Mr. Morse. I want to call to the attention of the committee the 
importance that I feel of the merchant marine in peacetime, in the 
national-economy situation of the country. This country is in a 
healthy economic situation in part because of our exports and imports. 
We cannot survive without imports, and we cannot survive unless we 
have an outlet for some of our industrial production. We could be 
priced out of the world markets overnight if we did not have some 
means of controlling the ocean freight rates. 

Now, I am not suggesting that we should have direct rate control 
in international trade. That is the last thing that I would suggest, but 
I do say that we do have a means of self-protection in the way ofa 
governor by having an active American-flag merchant fleet in our 
foreign commerce. I think it is equally important to the welfare of 
this country that we retain a merchant fleet for this purpose as it is 
for national-defense purposes alone. 

Mr. ALLEN. Would the gentleman yield ? 

Mr. Totierson. Yes. 

Mr. Auten. In that connection, is the existence of a laid-up fleet 
which can be used to expand the merchant fleet a part of that govern- 
ing device ? 

Mr. Morse. It is a very definite governor, and it can be proven out 
by what happened immediately following the Suez Canal incident. 
Tanker apes and dry-cargo rates began to mount very rapidly and at 
one point or several times, as a m: utter of fact, the charter rate of 
foreign-flag vessels exceeded what Maritime determined to be the fair 
and reasonable charter rate for American-flag vessels, and as we broke 
out vessels for operations under American flag, with this ceiling on the 
rates that Maritime and the ICA and Agriculture would approve for 
charter rates for carrying surplus cargoes, it served as a governor on 
all charter rates. Otherwise, I am satisfied that the charter market 
would have gone higher than it did. 

ae ALLEN. May I proceed ? 

r, Roseson. Mr, Allen. 

Mr ALLEN. Some years ago we had the National Shipping Admin- 

tration as a device for handling ships in emergencies. I am curious 
as to what the procedure is now by which you get s shi ips from the laid- 
up fleet and into actual operation. Particularly, is it a Government 
agency that takes them from Maritime? Are there bareboat charters 
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or general agencies, or just what is the procedure all the way through 
to the point where the ships are actually operating ? 

Mr. Morse. We still have the National Shipping Authority, which 
is dormant at the present time; but answering your question spe- 
cifically, there are two types of requests for vessels, one for Govern- 
ment operation and use and the other is for private operation. When 
we receive a request for charter of vessels for private operation we go 
through hearings under Public Law 591 to determine whether laid-up 
vessels in the reserve fleet should be made available to private op- 
erators for normal commercial trading. 

The other phase is the requirements of the Government for vessels 
for use by the Government, the DEW line operation, for example, 
or MSTS operations. All that is required in those situations is MSTS, 
or another agency, as the case may be, and it is ordinarily MSTS, 
applies to us and says they have a need for so many vessels for a 
period of time and we make the vessels available to them. 

Mr. ALLEN. What do they do with them ? 

Mr. Morse. I think you had better ask MSTS to speak for them- 
selves, but it is my understanding that they handle some where they 
are unable to get charters of privately owned vessels. They will re- 
quest vessels to be used in, for example, the DEW line operation, 
where it is financially advantageous to them to have the vessel as- 
signed to them and it is operated under a general agency basis rather 
than charter a vessel. 

Mr. Auten. I was wondering whether they operate with putting 
a uniformed crew aboard, or a civil service crew aboard or whether 
they get some operator to put an ordinary privately employed crew 
aboard. 

Mr. Morss. On a general agency basis, the agent employs his nor- 
mal civilian crews. 

Mr. Auien. It isa standard commercial operation. 

Mr. Morse. Yes, sir. 

Mr. Auten. There is one other field concerning which I would like 
to make an inquiry. In the comparison of the cost of our merchant 
marine as against using foreign ships, it seems to me that we have 
never had a determination from some official agency or agency of the 
Government of what the net cost to the government may be that is 
properly comparable to the cost of hiring foreign ships. 

For example, some months ago I endeavored to get some type of 
comparison by taking the cost of paying the American freight rate 
in connection with surplus commodities and to compute the taxes 
that came back using the net cost as an indication of what we should 
use as a figure to be compared with the use of foreign ships. It 
seems to me that there ought to be some way of determining whether 
or not we are taking an actual loss or making an actual gain by the 
whole subsidy program and the whole employment of an American 
privately operated merchant marine as against letting the foreign 
operators carry our materials. 

Have you ever made such a comparison or is there any basis of 
figuring those net costs against each other? 

Mr. Morse. We in Maritime have not done so, but the CASL group 
made a study of that sort fairly recently and, as I recall, 85 percent 
of the operating subsidy paid to the subsidized lines was returned to 
the Government by way of taxes or recapture. 
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Mr. Auten. The difficulty, I think, is that if I were running the 
CASL group I might resolve all doubts in favor of myself. Iw as 
wondering if any study had been made where the doubtful provisions 
would be resolved in favor of the Government’s side. 

Mr. Morse. We have not done so. I think it is a desirable thing to 
do and we will endeavor to do that. There are, of course, two facets 
to this problem. One is the construction subsidy, and primarily that 
is a subsidy to the shipbuilding industry rather than a subsidy to the 
operators. It is a subsidy to the shipbuilding industry in large part 
for national defense reasons, that we feel that we require a healthy 
shipbuilding industry in this country to assist us in the event of a 
national emergency. If we were to consider only the operating sub- 
sidy picture, you would believe that the CASL study was fairly accu- 

rate but we will make a study of that sort. 

Mr. Anten. Thank you, Mr. Chairman. 

(The information asked for is as follows :) 

As indicated by Mr. Morse on May 8, 1957, before the committee, no compre- 
hensive study has been developed along the lines of the inquiry concerning the 
return to the Government through taxes of amounts appropriated for operating 
different subsidy. 

We have, however, analyzed a report dated July 24, 1956, which we consider 
to be authoritative. This report was prepared for the snbsidized operators by 
Price Waterhouse & Co. (independent certified public accountants) covering 
operations of the subsidized lines under operating-differential subsidy contracts 
under the Merchant Marine Act, 1936, as amended, for the 18 years ended Decem 
ber 31, 1955. In considering these figures it must be borne in mind that the 
report of taxes paid by the operators includes taxes paid during the wartime 
period, during which time no operating-differential subsidy was actually paid. 

Our observations developed from analyzing this report are as follows: 


Amount ercent 
Gr i i 1bsi . 776, 304 100. 00 
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From the foregoing summary, it will be noted that the Government’s operating 
differential subsidy bill amounted to $660,776,304, of which $145,100,652 (or 21.96 
percent) was recaptured or withheld in the payment of subsidy and during the 
period $208,718,025 (or 31.59 percent) was paid in Federal income and excess 
profits taxes to the Government. 

With respect to the cumulative subsidy recapture accrual of $145,100,652 
$92,487,499 is applicable to recapture periods current as of December 31, 1955, 
which latter amount will be subject to adjustment in subsequent years during 
the current recapture periods based upon the results of operations. For example, 
to the extent that operations subsequent to December 31, 1955, continue to be 
profitable and the subsidized lines earn in excess of 10 percent of capital neces 
sarily employed, the cumulative recapture would be increased and, conversely, 
in the event of depressed operations, to the extent that earnings would be less 
than 10 percent of capital necessarily employed, the cumulative recapture would 
be reduced. 

With respect to the payment to the Government of Federal income and excess- 
profits taxes, the amount of $208,718,025 does not take into consideration Fed 
eral income taxes of individuals on salaries, wages, and dividends, the amount 
of which is not ascertainable from available records. However, as an offset 
to the amount of Federal income taxes of individuals, the subsidized lines dur 
ing the 18 years ended December 31, 1955, have had Federal income and excess 
profits taxes exempted (for the period 1938 through 1946) or deferred (for the 
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period 1946 through 1955) on approximately $350 million of net earnings depos- 
ited or depositable in the statutory reserve funds, the collection of such taxes 
being deferred during the period the lines remain under subsidy contracts. 
Also, in this connection, taxes have been deferred on capital gains of $71,804,192 
on vessel transactions. 

Mr. Rozrson. Are there any further questions? 

Mr. Mailliard. 

Mr. Mariuiarp. It would certainly be interesting to see what the re- 
sult would be on the construction subsidy too, as against building a 
ship in a foreign yard, to see what it would return to the Government 
by way of taxes by building that ship in a United States yard, even 
though the Government pays part of the bill. 

Mr. Morse. Well, if you assume, which is contrary to the law at the 
present time, that a vesse] built in a foreign yard could be operated 
under American flag and therefore under American ownership, the 
income taxes would be the same whether it was built in a foreign yard 
or built in an American yard. 

Mr. Maiiutarp. I am not speaking of that. I am forgetting that 
part of it and simply making a direct comparison between, let us say, 
building a $10 million ship in a United States yard with the Govern- 
ment paying $4 million of it and figuring out the return to the Gov- 
ernment in taxes just on the construction operation alone as against 
having the $6 million spent in a foreign country. 

Mr. Morse. In other words, what you are requesting is a study to 
show the income taxes of the building company and the income tax 
paid by the employees as well as the suppliers on the ship, if built in 
the United States. Obviously there would be no income tax payable 
on the profits for the building if the ship is built in a foreign yard. 

Mr. Marmurarp. On the one hand, you have zero and on the other 
hand you have whatever the return to the Government is on the ex- 
penditure of $10 million in a United States shipyard. 

Mr. Morse. That is right. 

Mr. Maiuurarp. I wonder how much the gap would be between those 
returns and the amount of appropriated money the Government had 
to put into it. 

Mr. Morse. We would have to do some speculating. 

Mr. Mariurarp. There would be an estimate involved, obviously. 

Mr. Morsr. There would have to be an estimate. We will endeavor 
to make an estimate of that sort. 

(The estimate follows:) 

No comprehensive study has previously been developed along the lines of the 
inquiry concerning the return to the Government through taxes of amounts 
appropriated for construction subsidy. 

By using certain published figures and by making specific basic assumptions, 
however, we have arrived at the conclusion that the business generated as a 
result of a construction subsidy appropriation exceeds four times the Govern 
ment’s appropriation and as a result of such business generated, Federal income 
taxes of over one-third of the dollar amount appropriated are returned to the 
Treasury. 

In arriving at these conclusions the following calculations were made: 

1. The gross sales, net profits before taxes, and the Federal income taxes paid 
by four corporations operating construction shipyards that have constructed 
numerous vessels for the Maritime Administration were compiled from Poor's 
Industrial Manual for the calendar years 1954, 1955, and 1956. In two of the 
cases, while the overall figures were somewhat influenced by operations othei 
than ship construction, it Was not possible to refine these figures since they were 
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on an overall basis. The results obtained, however, were not considered out of 
line with those yards solely in ship construction. 

2. Our analysis of these figures indicated that the average net profit for these 
yards equaled 9.69 percent of gross sales and that the average Federal income 
tax equaled 4.3475 percent of gross sales. 

3. Using as an example a construction subsidy of $4 million for a $10 million 
ship, it was calculated that a net profit of 9.69 percent on the basis of the total 
cost of the ship would provide a net profit to the yard of $969,000. Applying the 
ratio of Federal income taxes to gross sales indicated above, a taxpayment by 
the yard of $434,750 was indicated. 

4. Experience with maritime shipyard contracts has demonstrated that these 
yards pay direct and indirect salaries and wages to their employees approxi- 
mating 35 percent of their gross business. This would indicate $3.5 million as 
salaries and wages paid by the shipyard on sales involving a $10 million ship. 
Using income statistics for 1953, it was developed that Federal income taxes of 
individuals reflect a total adjusted gross income of $229,863,409,000 and taxes 
amounting to $29,656,666,000, or 12.9 percent. Applying this percentage to the 
$3.5 million in salaries and wages paid by the shipyard indicates personal Federal 
income taxes paid by the employees of $451,500. 

5. Experience with maritime shipyard contracts has demonstrated that ship- 
yard contractors sublet to and make purchases from others averaging 45 percent 
of their gross business. These are referred to as first-tier subcontracts. 

First-tier subcontractors would receive $4,500,000 in business. Applying the 
same tax statistics used above to the first-tier subcontractors and the subcontrac- 
tors’ employees would result in a total taxpayment of $398,813. 

G6. First-tier subcontractors in turn sublet and make purchases from others 
of approximately 45 percent of their subcontracts so that second-tier subcon- 
tractors receive business of approximately $2,025,000. This results in an income- 

tax payment by the second-tier subcontractors and their employees of approxi- 
mately $179,466. For the purpose of this analysis, no further tiers of subcon- 
tractors have been considered. 
7. Thus, an appropriation of $4 million of Government funds yields business 
or sales to shipyards of $10 million, gives first-tier subcontractors business of 
$4,500,000, and gives second-tier subcontractors business of $2,025,000, or a gross 
business volume of $16,525,000. 

8. To summarize, therefore, the Federal income taxes on the profits of ship- 
yards, the subcontractors, both first and second tier, and on the salaries and 
wages of employees, all resulting from a construction subsidy appropriation of 
$4 million, have been estimated as follows: 

Taxes on shipyards and their employees__- S886, 250 


Taxes on first-tier subcontractors and their employees biritihbubeien Sa 813 
Taxes on second-tier subcontractors and their employees__ _— 179, 466 
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136.6 percent of the construction subsidy appropriation. 


Mr. Totterson. Would the gentleman yield ? 

Mr. Maiuuiarp. Yes. 

Mr. Toitterson. Do you know whether that factor was taken into 
consideration by the CASL group ? 

Mr. Morsr. I do not know. 

Mr. Roseson. Mr. Pelly. 

Mr. Petry. Mr. Morse, in light of the Middle East and Suez situa- 
tions, have you sought revision or do you know of any revision on 
the part of the —— Sec urity Council or Navy as to any change 


o 
n 


in speed or tonnage re ere its for tankers or cargo vessels? 

Mr. Morse. Not Ria the National Securitv Council. We are work- 
ing with the Navy, nite: at the present time, to establish a formula 
which is for speeds of dry cargo vessels and tankers and that is for 
practical pu ‘poses formalized, agreed to. It specifies that for ships 


which are suitable for snee ay and economieal conversion to naval or 
militarv auxiliaries a minimum speed of 20 knots is desired. Those 
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will be fairly large dry-cargo vessels and the Navy is seeking the size 
approximating the Mariner type; and they will want approximately 
20-knot speed. 

For those ships suitable for use by the Government in time of war 
= emergency but not readily convertible for use, a minimum speed of 

18 knots is desired. On tankers they want a speed of a minimum of 
16 knots, and 20 knots is preferable. In all instances they want a speed 
of at least 18 knots if it is feasible. 

By that, they are not suggesting that we should insist that a tanker 
be not less than 18 knots speed because, for commercial reasons, it 
just is not economical to have a big tanker of 20-knot speed. 

Mr. Petry. My interest was, in particular, the possibility that a 
situation might arise as in 1 the c Josing of the canal. It might not be 
defense-mobilization purposes, but we certainly have now some expe- 
rience to go on to indicate that spe ed would be quite a factor in supply- 
ing our allies or friendly nations with oil and so forth. 

Mr. Morse. I would say that, on the economics of the thing, if the 
Suez Canal were closed, the size of the tanker rather than the speed 
is the more important factor. If the tankers are built in the neighbor- 
hood of 60,000 tons and upward, studies have been made to determine 
what the competitive position would be to operate that vessel around 
the Cape of Good Hope rather than going through the canal, whether 
they were competitive pricewise with a smaller tanker which could 
have been used to transit the canal. 

Mr. Petry. The studies actually based on that experience are now 
causing a revision in our thinking, or at least an analysis of the situa- 
tion; is that true? Are these up-to-date investigations or studies that 
are being made ? 

Mr. Morse. I would say that, as result of these studies, some addi- 
tional large tankers, tremendous tankers, are being built by the private 
owners. They are not being built by the Government at the present 
time, but these studies have impressed upon the owners of the tanker 
fleets the need of some of these supertankers as a hedge against the pos- 
sibility either that the canal would be closed or that the rates for 
transiting the canal would be raised to an uneconomical level. 

Mr. Pe.iy. I was interested, basically, in ascertaining if we have 
reviewed the world situation in line with the Middle East crisis and 
brought our thinking up to date as far as the Maritime Administra- 
tion, as far as the Navy and the cooperation between the two. 

Mr. Morse. Yes; I think there is no question about that. An ex- 
amination of the size and speed of tankers that have been built for the 
last 10 years will show a very rapid increase not only in the size but 

so the speed of the tankers so th at, even though there may not have 
been a direct effort made by the Government to increase the size and 

eed of tankers, industry has adopted bigger, faster tankers as being 
the more economical operation. 

Mr. Perry. That was the trend long before the Suez was closed. 
What I wanted to know is: Is it constantly under review as to what 
those specifications should be? 

Mr. Morse. It is constantly under review and, as a result of the Suez 
situation, more orders for big tankers have been placed than have been 
placed at any previous time. 
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Mr. Prtuy. I have one more question. What is the present situa- 
tion regarding the supply of steel plate for shipyards? Do you know 
that ? 

Mr. Morse. We are still experiencing a delay in getting the steel 
that is required. The situation is improving, and within about 18 
months, I think, the steel industry will meet their current require- 
ments, 

Mr. Petty. Have you taken advantage of the Department of Com- 
merce figures on the export of steel plate to satisfy yourself that pos- 
sibly our defense needs are being sacrificed to sell at a profit to foreign 
shipyards or foreign countries ? 

Mr. Morse. We are aware of what steel has been exported of the 
type suitable for ship construction. Most of this export was con- 
tracted for some years ago before there was a big demand in this coun- 
try for ship steel. While at the present time it is causing some delay 
In new ship construction here, I do not think that the quality being 
exported is a major factor in our present situation, 

Mr. Petuy. I sent to the Department of Commerce and got those 
figures and, as a layman, I did not know whether it was a large 
amount or not. I did not know exactly what the shipbuilding needs 
were, either in total tonnage in this country or abroad, but it seemed 
to me that the figures were rather substantial. I noted that we were 
importing some. I sometimes wondered whether some of our own 
plate was not being bought up under a contract by an agent in some 
foreign country and in turn resold to our own shipyards because of 
their need for steel. 

Mr. Morse. That may have occurred in an occasional instance, but 
I think that would be quite a rari 
Mr. Petuy. I wondered partie aieih as to Japan. 
[r. Morse. I think it would be quite a rarity. 

Mr. Peniy. Thank you. 

Mr. Ropsrson. You mentioned, with which view I am in accord, 
the es of having available ships for our own merchant ma- 
rine and acting to control rates at times when emergencies occur, 
and that Shiese ships were reasonably promptly activated. Is there a 
fixed formula for charter of these ships? How do they determine the 
chartering out of these ag id 

Mr. Morse. Under the 50-50 legislation and other aid programs, 
we were required to certify to ie other Government agencies whi at 
would be a fair and reasonable charter rate for American-flag vessels 
for the carrying of aid cargoes. We did that. We established what 
we considered to be a reasonable profit to the private owner of an 
American-flag vessel, which was based at 10 percent after taxes on 
his equity in the ship plus his cash working requirements. We related 
that charter rate and converted it to a rate which would apply on 
chartering from the Government to a private operator. In other 
words, in effect, what we said was, if the Government was willing to 
pay a charter rate at a certain level for a privately owned vessel, the 
government should be willing to charter out its vessel on a related 
basis. Now, I can go into the details of how that conversion was made, 
if vou wish, but that in substance was the result. 

Mr. Rosrson. I was just reminded that I did not know too much 
about it. The question I hs id in mind was whether there was a fixed 
formula, or if your determination varied with certain variable factors 
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us to what the situation was at the time. I would assume that in 
the Suez situation the rates foreign jumped up. I think you said 
they did. 

Mr. Morse. Yes; they did. 

Mr. Ropeson. And that, if you had a movement, say, of coal—and 
I think of that because I am from Hampton Roads—much larger 
than normal, the coal rates would jump up on that. Then you in- 
dicated that, when these ships came out, the foreign rates decreased. 
I think that is what h: appened, did it not ? 

Mr. Morse. ‘That was the effect, yes, sir. I want to indicate that we 
are not using our charter rate as a means of depressing the world 
charter rate. 

Mr. Roseson. I was not implying that you were. 

Mr. Morse. Because the statute fixes the standards that we must 
apply in setting our charter rates. We are not free to charter out a 
vessel at $1,000 a month, for example, solely as a means of bringing 
down the world charter market. ‘The statute says that we must charge 
15 percent of the Ship Sales Act price on an annual basis. In effect, 
it says that we may go below that 15 percent floor only if we can find 
that the world market j is less than the 15 percent floor. Now, I do not 
think I have quite answered your question, but our theory is that, by 
making additional vessels available, the direct result will be a lower 
world charter market. 

Mr. Roseson. What I had in mind was whether you had a flexible 

approach to it so that you meet certain situations and factors or 
whether you had to proceed on a fixed formula. 

Mr. Morse. We have to apply the statutory formula in determina- 
tion of what the charter rate will be. 

Mr. Rosrson. But you have some latitude. 

Mr. Morse. There is some flexibility in that statutory requirement 
but other than the built-in flexibility we have no discretion. 

Mr. Rosrson. Then what happens to the charterer if he charters 
and then the situation changes unexpectedly’ Does he turn the ship 
back or is he stuck ? 

Mr. Morse. He ts in same he would be in if he had 


made a charter for a vear or 2 years on a private basis. He either 
benefits or loses on the way ‘ie ois ar ket goes. 

Mr. Rorrson. That is, he has the » ship for how long? He charters it 
for : aa le finite period, doe Ss he? 


Mr Morse. Yes, sir. We are re quiring the charters to be from LS to 
24 months now in order that the aggregate charter hire will reimburse 
us in full for our breakout expenses. 

Mr. Ropseson. Then the charterer repays that. 

Mr. Morse. The charter hire serves to reimburse us for those 
expenses. 

Mr. Roneson. Is that a high cost or nominal cost with, for instance, 
a coal-carrying vessel ? 

Mr. Morse. The annual charter hire for a Victory type AP-3 is 
$209,000, ae an AP-2 it is about $185,000 and, as I recall, for a 
Liberty it is $127,000 per year. 

Mr. Rorrson. He pays that no matter what happens to him in the 
future. The Government is reimbursed for that. 

Mr. Morse. You bet vour boots that the Government is going to be 
reimbursed. 
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Mr. Rozrson. Then do you finance it and recover the money ? 

Mr. Morse. I beg your pardon / 

Mr. Rosrson. Do you finance the reactivation and recover from 
him? Does he pay before he gets the ship ? 

Mr. Morse. Well, until we ran short of funds in our revolving fund 
we paid the bre: ikout and lay-up expenses and recouped that expense 
out of charter hire which the charterer would pay to the Government. 
That was why we insisted that they take a charter from us for a 
period of sufficient duration so that the aggregate charter hire would 
pay us for our expenses. When we ran short of funds we have changed 
the policy so that we would charge them the minimum charter hire 
permissible under the statute, which was the 15 percent, and they 
would have to pay the breakout and lay-up expenses from their own 
funds. Under that circumstance, we would permit them to retain 
the vessel for approximately the same 18 to 24 months to enable them 
to amortize this cost of breakout and lay-up expense which they have 
borne. 

Mr. Ropeson. I understand that you recover it over a period of 
time. I was wondering then in a situation where a large number of 
ships broke out how you were able, without a large fund available, to 
reactivate a great many ships. Then, if the man 1 could turn the ship 
back to you, in what sort of situation would that leave you? 

Mr. Morse. Well, he is not free to turn them back to us where we 
pay the breakout and lay-up expenses unless he reimburses us in full 
for our reactivation and lay-up expense. 

Mr. Ropeson. So that you can have a situation where, with a large 
number of ships, your fund gets exhausted completely before you 
recover. 

Mr. Morse. We have experienced that situation. 

Mr. Rorgson. Then, if you had occasion to break out more ships, 
what would happen? 

Mr. Morse. If it was a case of an emergency situation we would 
have to go to the Appropriations Committee and obtain funds. If it 
was a situation where the charterers themselves can do it, they can 
do it in two ways. Either they pay the breakout and lay-up expenses 
as their own expense, or alternatively, and we have done this in a 
number of instances, particularly to the liner operators, we can have 
them advance a year’s charter hire to us, and we have used those funds 
to pay the breakout and lay-up expenses ourselves and given them 
credit month by month for the accrued charter nue 

Mr. Rorrson. Then the charterer needs to make a good guess about 
how long the situation is going to exist if he gets aio it, does he not, 
from his angle, so that he will make money from the ship. 

Mr. Morse. He cert ainly has to exercise a sound business judgment 
in taking these charters whether he or we pay the breakout. 

Mr. eee Then you have a limitation as to how many ships 
you can break out under the present arrangement. 

Mr. Morse. That is correct. We have so much in our revolving 
fund and, assuming the cost is $200,000 a ship, that would determine 
how many ships we could break out. 

Mr. Roseson. Usually the price goes down as more ships become 
available. 

Mr. Morse. That would be the result. 
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Mr. Ropeson. That is a desirable result, but it makes the situation 
bad for you getting your money back by him operating the ships. 
I wondered if you needed any modification of the plan or if there was 
anything that the committee needed to consider with respect to it. 

Mr. Morse. I do not think so, Mr. Chairman, for two reasons. 
First, I do not feel that the reserve fleet should be maintained by 
the Government to enable the operator to make a killing. 

Mr. Roseson. I would not think so either. 

Mr. Morse. I think that we should be assured that we are going 
to get our breakout and lay-up expenses. In addition, of course, we 
have a statutory requirement that 50 percent of their profits in excess 
of 10 percent of their capital necessarily employed in the operation 
of the charter vessel is recaptured by the Government. I think that 
is a healthy situation. 

Mr. Roseson. Your prime responsibility is to recover the money 
for the Government and to look after the Government’s interests. 

Mr. Morse. On the other facet as to whether we should adopt a 
policy which will be more protective of the charter, I do not think 
that that is necessary at all. He is going into this thing with his 
eyes open. He is exercising a business judgment, whether he should 
charter or whether he should not charter. 

Mr. Ropeson. It is somewhat speculative, but he knows that. 

Mr. Morse. He is in that business. When he charters a private 
ship he takes the same risk. 

Mr. Roseson. We will make this booklet a part of the record. 

(The booklet referred to follows :) 


REVIEW OF VESSEL TRADE- IN ACTIVITIES—HISTORY AND POLICIES RELATING TO 
TRADE-IN OF UNITED STATES MERCHANT SHIPS, FRoM ENACTMENT OF MERCHANT 
MARINE Act, 1936, AS AMENDED, TO APRIL 30, 1957 


(Prepared by U. S. Department of Commerce, Maritime Administration, 
Organization and Methods Office) 
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I, STATUTORY AUTHORITY 


Sections 507 and 510 of the Merchant Marine Act, 1936, as amended, provide 
the statutory authorities for the trade-in of old ships to the Government as an 
inducement to the owners to replace such ships through new construction. 


Section 507, Merchant Marine Act, 1936, as amended 
The 1936 act, as originally approved June 29, 1936, authorized the former 


Maritime Commission to accept an obsolete vessel as a trade-in, as part payment 
for a replacement vessel to be constructed and sold to the owner under title V 
of said act. Section 507 of the act, as subsequently amended by the act of 
June 23, 1938, and Public Law 586, 82d Congress, reads: 

“Sec. 507. If a contract is made by the Commission under authority of this title 
for the construction and sale of a new vessel to replace a vessel then operated in 
foreign trade or domestic trade, which in the judgment of the Commission should 
be replaced because it is obsolete or inadequate for successful operation in such 
trade, the Commission is authorized in its discretion, to buy such replaced vessel 
from the owner at a fair and reasonable valuation, which valuation shall not 
exceed the cost to the owner or any former owner plus the actual cost previously 
expended thereon for reconditioning, and less a reasonable and proper deprecia- 
tion, based upon not more than a twenty-year life of the vessel, and apply the 
purchase price agreed upon to that portion of the construction cost of such new 
vessel which is to be borne by the purchaser thereof: Provided, That the owner 
of such replaced vessel shall execute a bond, with one or more approved sureties, 
conditioned upon indemnifying the United States from all loss resulting from any 
existing lien against such vessel: And provided further, That such vessel has 
been documented under the laws of the United States for a period of at least ten 
years prior to the date of its purchase by the United States.” 

This section, in effect, established the book value of the ship to the owner or 
its former owner as the basic factor to be considered in determining the amount 
of allowance for the traded-in ship. 


Sections 510 (a) through (g), Merchant Marine Act, 1936, as amended 

Public Law 259, 76th Congress, Ist session, enacted August 4, 1939, added sec- 
tion 510 to the Merchant Marine Act, 1936, as follows: 

“Sec. 510. (a) When used in this section— 

“(1) The term ‘obsolete vessel’ means a vessel or vessels, each of which (A) is 
of not less than one thousand three hundred and fifty gross tons, (B) is not less 
than seventeen years old and, in the judgment of the Commission, is obsolete or 
inadequate for successful operation in the domestic or foreign trade of the United 
States, and (C) is owned by a citizen or citizens of the United States and has 
been owned by such citizen or citizens for at least three years immediately prior 
to the date of acquisition hereunder: Provided, That until June 30, 1958, the 
term ‘obsolete vessel’ shall mean a vessel or vessels, each of which (A) is of 
not less than one thousand three hundred and fifty gross tons, (B) is not less 
than twelve years old, and (C) is owned by a citizen or citizens of the United 
States and has been owned by such citizen or citizens for at least three years 
immediately prior to the date of acquisition hereunder. 

“(2) The term ‘new vessel’ means a vessel or vessels, each of which (A) is 
constructed under the provisions of this Act, and is acquired within two years 
from the date of completion of such vessel, or is purchased under section 714, as 
amended, by the person turning in an obsolete vessel under this section, or (B) is 
hereafter constructed in a domestic shipyard on private account and not under 
the provisions of this Act, and documented under the laws of the United States. 

“(b) In order to promote the construction of new, safe, and efficient vessels to 
carry the domestic and foreign waterborne commerce of the United States, the 
Commission is authorized, subject to the provisions of this section, to acquire 
any obsolete vessel in exchange for an allowance of credit. The amount of such 
allowance shall be determined at the time the owner contracts for the construc- 
tion or purchase of a new vessel. The allowance shall not be paid to the owner 
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of the obsolete vessel but shall be applied upon the purchase price of a new 
vessel. In the case of a new vessel constructed under the provisions of this Act, 
such allowance may, under such terms and conditions as the Commission may 
prescribe, be applied upon the cash payments required under this Act. In case 
the new vessel is not constructed under the provisions of this Act, the allowance 
shall, upon transfer of the obsolete vessel to the Commission, be paid, for the 
account of the owner, to the shipbuilder constructing such new vessel. 

“(c) The utility value of the new vessel for operation in the domestic or 
foreign commerce of the United States shall not be substantially less than that 
of the obsolete vessel. The gross tonnage of the obsolete vessel may exceed the 
gross tonnage of the new vessel in a ratio not in excess of three to oue, if the 
Commission finds that the new vessel, although of lesser tonnage, will provide 
utility value equivalent to or greater than that of the obsolete vessel. 

“(d) The allowance for an obsolete vessel shall be the fair and reasonable 
value of such vessel as determined by the Commission. In making such de- 
termination the Commission shall consider: (1) The scrap value of the obsolete 
vessel both in American and in foreign markets, (2) the depreciated value based 
on a twenty-year life, and (3) the market value thereof for operation in the 
world trade or in the foreign or domestic trade of the United States. If the 
owner of the obsolete vessel uses such vessel during the period of construction 
of the new vessel, the allowance shall be reduced by an amount representing 
the fair value of such use. The rate for the use of the obsolete vessel shall be 
fixed by the Commission for the entire period of such use at the time of execu- 
tion of the contract for the construction of the new vessel. 

“(e) No gain shall be recognized to the owner for the purpose of Federal 
income taxes in the case of a transfer of an obsolete vessel to the Commission 
under the provisions of this section. The basis for gain or loss upon a sale or 
exchange and for depreciation under the applicable Federal income-tax laws of 
a new vessel acquired as contemplated in this section shall be the same as the 
basis of the obsolete vessel or vessels exchanged for credit upon the acquisition 
of such new vessel, increased in the amount of the cost of such vessel (other 
than the cost represented by such obsolete vessel or vessels) and decreased in 
the amount of loss recognized upon such transfer. 

““(f) The Commission shall include in its annual report to Congress a detailed 
statement of all transactions consummated under the provisions of the preceding 
subsections during the period covered by such report. 

“(g) An obsolete vessel acquired by the Commission under this section which 
is or becomes twenty years old or more, and vessels presently in the Commis- 
sion’s laid-up fleet which are or become twenty years old or more, shall in no 
case be used for commercial operation, except that any such obsolete vessel, or 
any such vessel in the laid-up fleet may be used during any period in which 
vessels may be requisitioned under section 902 of this Act, as amended, and ex- 
cept as otherwise provided in this Act for the employment of the Commission’s 
vessels in steamship lines on trade routes exclusively serving the foreign trade 
of the United States.” 

The proviso clause contained in section 510 (a) (1) above, which redefined 
the term “obsolete vessel” and reduced the age of such vessel from 17 to 12 
years to be eligible for trade-in (effective only until June 30, 1958) was added 
by Public Law 586, 82d Congress, approved July 17, 1952 

Section 510, among other provisions, established a new principle for deter- 
mining the allowance of credit for a traded-in ship. It required consideration 
of three factors—namely, the scrap value, the depreciated value, and the market 
value of the obsolete ship (see sec. 510 (d) above). In its Report No. 824, 
dated June 12, 1939, the House Committee on Merchant Marine and Fisheries 
made the following statements, in part, regarding these new provisions: 

“A sound merchant marine policy must comprehend the replacement of these 
older vessels in both our foreign and domestic trades. Old or obsolete tonnage 
which should be retired from service, but which continues in operation in these 
trades, is a major obstacle to the attainment of the objectives of the Govern- 
ment’s long-range construction program and to the realization of the purposes 
of the act. The Government is responsible for this obstacle to the extent that 
legislative restrictions and national policy prevent or render inadvisable the 
disposal of vessels in the most generous world market otherwise available to 
their owners.” 

* * * * * + * 


“The Merchant Marine Act, 1936, expresses the governmental policy that 
vessels over 20 years of age should be replaced, but unless their owners are per- 
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mitted an outlet whereby they can dispose of the older vessels, it is idle to expect 
them to contract for new ones.” 
* * * * * * * 


“Considerable study has been given to the advisability of a proviso to the effect 
that in the turn-in of vessels purchased from the Government, the credit should 
be determined by a formula similar to that now incorporated in section 507 of 
the Merchant Marine Act, 1936, or by limiting the turn-in allowance in each 
case to the price paid the Government. The theory behind such provisos would 
be that the allowance might in some cases be disproportionate to the price 
originally paid the Government, especially if no attempt be made to evaluate 
guaranteed operation clauses in some of the original sales contracts, or other 
considerations which attended the sales. Both the Commission and your com- 
mittee recommend that no such proviso be incorporated in the section. Under 
such a proviso, the present vessels in that category might not be replaced at all, 
and to that extent retard the Government’s construction program.” 

More recently, in its Report No. 843, dated June 15, 1955, the House Committee 
on Merchant Marine and Fisheries, 84th Congress, recommended as follows: 

“The Maritime Administration should adopt a policy under which operators 
who agree to turn in vessels covered by the provisions of section 510 of the 
1936 act would be offered a credit allowance determined on the basis of estab- 
lished world market values of vessels of the type involved, provided an allowance 
so determined represents the fair and reasonable value of the vessel.” 


Section 510 (h), Merchant Marine Act, 1936, as amended 

Public Law 574, 83d Congress, approved August 10, 1954, added section 510 (h) 
to the Merchant Marine Act, 1986, as amended. This section provides the basic 
authority for the tanker trade-in-and-build program as follows: 

“(h) The Secretary of Commerce is authorized until July 1, 1958 (subject to 
the provisions of this section as herein amended), to acquire a tanker or tankers, 
determined by him to be desirable for inclusion in the national defense reserve, 
in exchange for an allowance of credit to be applied upon the purchase price of 
a new tanker or tankers: Provided, That each of the tankers to be traded in (1) 
is not less than one thousand three hundred and fifty gross tons; (2) is not less 
than ten years old; (3) is owned by a citizen or citizens of the United States; (4) 
and preference shall be given to those tankers which have been documented 
under the laws of the United States for not less than three years immediately 
preceding; and (5) is in class with respect to hull and machinery satisfactory to 
the Secretary of Commerce on the date of its physical delivery to the United 
States and shall be considered an ‘obsolete vessel’ for purposes of this section: 
And provided further, That only a tanker which is constructed after the date of 
enactment of this subsection and documented under the laws of the United States 
shall be considered a ‘new vessel’ for purposes of this section. 

“The Secretary of Commerce is authorized to pay the cost of national defense 
features incorporated in any such new tanker. In the event that the United 
States acquires ownership of such new tanker, the price paid therefor shall not 
include any amount for national defense features paid for by the United States. 
The foregoing provisions shall run with the title to each new tanker and be bind- 
ing on all owners thereof. 

“The allowance of credit for a traded-in tanker which was sold under the 
Merchant Ship Sales Act of 1946, as amended, or which was eligible for a price 
adjustment under section 9 of such Act, shall be: (1) in the case of tankers sold 
under such Act, the depreciated net sales price paid to the United States, and (2 
in the case of tankers which were eligible for price adjustment under such Act, 
the statutory sales price of such tanker as of March 8, 1946, depreciated: plus 
the depreciated cost of any additions or betterments to the tanker which were 
capitalized by the owner and allowed for Federal income tax purposes. Such 
allowance shall be determined as of the date the owner contracts for the con- 
struction of a new tanker. In each case, depreciation shall be computed on the 
basis of the life of the tanker adopted or accepted by the Internal Revenue 
Service for determining depreciation for income-tax purposes to the date the 
owner contracts for the construction of a new tanker. 

“The allowance of credit for any other traded-in tanker shall be determined in 
accordance with the provisions of subsection (d) of this section. 

“In no event shall the amount of credit allowed under this subsection or sub- 
section (d) for a traded-in tanker exceed the price paid by the owner for such 
tanker, plus the cost of any additions or betterments to the tanker capitalized 
by such owner and allowed for income-tax purposes. 
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“If an owner uses any tanker traded in pursuant to this section subsequent to 
the date of the contract for construction of a new tanker, the allowance deter- 
mined shall be reduced by an amount equal to depreciation for the period of such 
use and computed in accordance with the schedule adopted or accepted by the 
Internal Revenue Service. Title to the traded-in tanker shall in all instances 
vest in the United States, and the allowance of credit shall be applied at the 
time of physical delivery of such tanker to the United States, which shall be no 
later than ninety days after delivery of the new tanker. The traded-in tanker 
shall thereupon be placed in the national defense reserve subject to the provisions 
of section 11 of the Merchant Ship Sales Act of 1946, as amended.” 

The tanker trade-in-and-build program was not intended to siphon off in- 
efficient, obsolete, or scrap tonnage, as in the case of previous trade-in programs. 
Rather, its expressed purpose was to create a national defense reserve of moder- 
ately good tankers, not less than 10 years of age, for use in the event of a national 
emergency, and also to promote the private construction of new tankers in line 
with national defense requirements, 

Under this law, the allowance of credit is based on the depreciated net sales 
price paid to the United States for tankers purchased under the Merchant Ship 
Sales Act of 1946, as amended, and on the statutory sales price, depreciated, for 
tankers which were eligible for an adjustment under section 9 of that act. For 
other tankers, the amount of allowance is determined in accordance with section 
510 (d). However, the law establishes the price paid by the owner, plus the 
cost of any additions or betterments capitalized by such owner, as the maximum 
allowance of credit which can be granted for a trade-in tanker under section 
510 (h). 


Merchant Ship Sales Act of 1946 


A trade-in program was authorized also by the Merchant Ship Sales Act of 
1946, as amended. Section 8 of this act authorized the former Maritime Commis- 
sion to acquire ships in exchange for an allowance of credit on the purchase of 
war-built ships under the 1946 act. This law provided a formula for establish- 
ing the amount of allowance for each type of ship traded in; i. e., for dry-cargo 
ships, tankers, passenger ships, and reconditioned ships. 

In addition, this law provided that any exchange allowance previously granted 
to a citizen who was given an adjustment downward in the sales price of a ship 
under section 9 was to be readjusted so as to limit such allowance to the amount 
provided for under section 8. 

The authorities of the 1946 act, including the authority to trade in ships, were 
terminated by law effective January 15, 1951. 


Il, SUMMARY OF TRADE-IN PROGRAMS, PRIOR TO 1954 


Table 1 represents a statement of vessels traded in (except lakers) from the 
inception of the Merchant Marine Act, 1936, as amended to May 15, 1947. 
This table reflects also the original trade-in allowance, the reduction of the 
trade-in allowance by reason of section 9 of the Merchant Ship Sales Act of 
1946, as amended, and the net allowance for each ship traded in. 

It will be noted that there are a few tankers, freighters, and passenger ships 
with respect to which no adjustment in trade-in allowance was made. The 
owners of these ships did not elect to take advantage of the provisions of the 
1946 act which granted a reduction in the sales price of the new ships pre- 
viously purchased by them, provided they accepted at the same time an ad- 
justment downward in the trade-in allowance for the old ships traded in. 

Table 2 represents a statement of lakers acquired from the Great Lakes 
companies, and the amount of trade-in allowance granted, from the inception 
of the Merchant Marine Act, 1936, as amended, to May 15, 1947. There were 
no adjustments made in the trade-in allowances for these ships under the 
1946 act. 

The records of the former Maritime Commission with respect to the original 
transactions reflected in tables 1 and 2 do not reveal that any one factor was 
controlling in determining the original trade-in allowances as shown. However, 
it does appear that consideration was given to all of the three factors set forth 
in section 510 (d) of the 1936 act in making such determinations. 

There were no trade-in transactions from May 15, 1947, until the adoption 
of the tanker trade-in-and-build program in 1954. 
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IlI, TANKER TRADE-IN-AND-BUILD PROGRAM 


The tanker trade-in-and-build program was authorized by Public Law 574, 
88d Congress, approved August 10, 1954, which added section 510 (h) to the 
Merchant Marine Act, 1936, as amended. 


Purpose of program 

This law provides for a temporary authorization, until June 30, 1905, to buy 
tankers not less than 10 years of age for the national defense reserve fleet, 
for an allowance of credit to be applied against the cost of new replacement 
tankers. 

Studies had indicated that one of the most serious risks to the national 
security was the critical shortage of tanker tonnage which would be needed in 
the event of a grave national emergency. The tanker trade-in-and-build program 
was designed to encourage the private construction of new tankers, with private 
funds, and for private use, by accepting for trade-in some of the existing war- 
built tankers which, while less efficient and slower than the replacement ships 
would be of great value in time of national emergency, especially in the initial 
phases. 

In addition, this program was designed to reduce the problem of block 
obsolescence, which was becomeing increasingly important, and to provide much 
needed employment to United States shipyards. This was necessary in ordet 
to maintain a nucleus of shipyard facilities and manpower capable of immediate 
expansion in the event of war or other national emergency. 


National defense features 

The only national defense feature contemplated under the tanker trade-in- 
and-build program was a speed requirement of 18 knots. This was not spelled 
out in the law but reference was made to such a requirement in the hearings 
and in the conference report of the House and Senate. 

Subsequent to the enactment of Public Law 574, the determination of speed 
desirable for national defense purposes was revised under a memorandum of 
the National Security Council, dated September 30, 1954. This action endorsed 
a recommendation of the Joint Chiefs of Staff, transmitted by the Secretary of 
Defense, which concluded that a reduction of the 18-knot speed requirement 
would be satisfactory, provided the new ships were built in a speed range of 
from 16 to 20 knots and an 18-knot speed was sought wherever possible. 

In negotiations with prospective applicants, it was recognized that in certain 
eases the 18-knot speed would result in ship characteristics which would not 
be acceptable to the owners even though the difference in construction cost 
was compensated for by the payment of a national defense allowance. 

On the basis of the above directive, a contract (the first under the program) 
was executed with the Cities Service Oi] Co. on November 17, 1954, for the con- 
struction of three 16%4-knot tankers. No allowance was granted for national 
defense features. 

On January 26-27, 1955, the revised speed determination and actions pro- 
posed to be taken under it were the subject of inquiry in executive session by the 
House Merchant Marine and Fisheries Committee. As a result of these hear- 
ings, the Maritime Administrator agreed to negotiate with prospective applicants 
with a view to having all tankers built to an 18-knot substained sea speed and 
to consult further with the committee before approving contracts for ships of a 
lesser speed. 

As shown in table 4, all subsequent contracts provided for a speed of over 18 
knots. However, no national defense allowances were granted where it was 
found that the speed contracted for represented the normal commercial speed 
requirement of the applicant. 

Other problems under program 

Under Public Law 574, the trade-in allowance for a war-built tanker sold under 
the 1946 act must be based on the depreciated net sales price paid to the United 
States for such tanker. In the case of tankers which were eligible for price ad- 
justments under the 1946 act, the trade-in allowance must be based on the 
statutory sales price of the tanker as of March 8, 1946, depreciated. 

Until mid-1955, this formula was in reasonable relationship to the world 
market values of tankers. However, the values of ships rose sharply in sub- 
sequent months. Thus, a T—2 tanker which has a book value of only $850,000 to 
$900,000 was valued at about $1,125,000 on the American market and about 
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$2 million on the foreign market during early 1956. These market values rose to 
about $2,800,000 and $4,250,000, respectively, by December 1956. 

Also, beginning in 1955, there occurred an increased demand for petroleum 
and its products throughout the world. This development created a shortage 
of tanker tonnage and, as a result, a sharp rise in tanker freight rates. 

Another problem was that tankers traded in under section 510 (h) had to 
be put in class before delivery to the Government. It was found that in a num- 
ber of war-built ships that this would have required extensive repairs or com- 
plete renewal of such ships, with the cost to be borne by the owner. 

These factors made it economically unsound for American ship operators to 
enter into any additional agreements under the tanker trade-in-and-build pro- 
gram. 

This program has therefore become inactive under current conditions. One 
application for the trade-in of an oil/ore carrier is pending. See part V and 
table 5, relative to pending applications. 

Transactions under program 

Under this program 6 new tankers have been constructed or are under con- 
struction, and 14 old tankers have been placed in the national defense reserve 
fleet. 

Table 3 represents a statement of the 14 old tankers traded in, the owners, and 
the total trade-in allowance granted for each tanker. Table 4 represents a sum- 
mary of the program, showing the number, tonnage, age, and speed of the tankers 
traded in and of new tankers, by company. 


IV. DETERMINATION OF TRADE-IN ALLOWANCES 


Need for policy on dry-cargo ships 

As previously noted, there were no trade-in transactions involving ships other 
than tankers after 1947. However, more recently a number of operators have 
submitted proposals to the Maritime Administration for the trade-in of dry cargo 
ships as a part of their ship replacement programs. 

There was a problem as to the policy to be followed in determining the amount 
of trade-in allowance under section 510 (d) of the 1936 act, which requires con- 
sideration of the scrap value, depreciated book value, and market value of ships 
in making such determinations. This question was particularly important be- 
cause of the wide disparity which developed between the book value and the 
market value of ships, including dry-cargo ships, as a result of a sharp rise in 
ship values during 1955-56. In some cases, these values even surpassed the 
original cost of construction more than 10 years ago. 

On September 6, 1956, the Maritime Administrator requested the Ship Valua- 
tion Committee of the Maritime Administration to look into the problem and to 
submit its recommendations to him. He wrote as follows: 

“It will be appreciated if the Committee will give prompt consideration to the 
different categories of ships which might be eligible for trade-in and to whether 
the different categories should receive different treatment for trade-in purposes. 
The categories which I have in mind are, for example, ships built for private 
account without Government aid, ships built with construction subsidy, ships 
sold under the 1946 Ship Sales Act, ships sold under the 1946 Ship Sales Act on 
which construction subsidy was allowed for conversion, etc. 

“In addition to a report on the above, the Committee is requested to submit, 
via the Deputy, recommendations on the trade-in values to be allowed for the 
different categories of ships. In arriving at these recommendations the Com- 
mittee is requested to give consideration to (1) the views of the House Merchant 
Marine and Fisheries Committee in favor of world market value; (2) the recom- 
mendation of the committee of American Steamship Lines for world market 
value; (3) the fact that world market prices are considerably higher than do- 
mestic prices; and (4) the fact that domestic prices considerably exceed book 
yalue,”’ 

Effect of section 802 on section 510 allowances 

The committee, among other matters, gave 2 great deal of consideration to the 
question of whether the price paid for a ship should serve as a ceiling on trade-in 
allowances in those cases where the ship was purchased from the Government or 
built with constrvetion subsidy. In this connection, the committee was guided 
by an opinion of the General Counsel of the Maritime Administration, dated Jan- 
uary 19, 1956, which concluded that the allowance cf credit authorized by section 
510 is not reduced or limited by the provisions of section 802. 
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Section 802 of the 1936 act provides: 

“Seo. 802. Every contract executed by the Commission under authority of title 
V of this Act shall provide that— 

“In the event the United States shall, through purchase or requisition, acquire 
ownership of the vessel or vessels on which a construction-differential subsidy 
was paid, the owner shall be paid therefor the value thereof, but in no event 
shall such payment exceed the actual depreciated construction cost thereof (to- 
gether with the actual depreciated cost of capital improvements thereon, but 
excluding the cost of national-defense features) less the depreciated amount of 
construction-differential subsidy theretofore paid incident to the construction or 
or reconditioning of such vessel or vessels, or the fair and reasonable scrap value 
of such vessel as determined by the Commission, whichever is the greater. Such 
aetermination shall be final. In computing the depreciated value of such vessel, 
depreciation shall be computed on each vessel on the schedule adopted by the 
Bureau of Internal Revenue for income-tax purposes. 

“The foregoing provision respecting the requisition or the acquisition of 
ownership by the United States shall run with the title to such vessel or vessels 
and be binding on all owners thereof.” 

The purpose of this section was to secure to the Government the right to 
buy or use at low cost, during times of war or national emergency, vessels which 
it had helped to build by construction subsidy. Section 510, on the other hand, 
was intended to provide an inducement for shipowners to trade in their obsolete 
vessels and to construct new and modern vessels in American yards. That the 
Congress had these entirely different goa!s in mind in enacting sections 510 and 
802 was clearly shown in the congressional hearings. 

In the light of these considerations, the General Counsel held that section 802 is 
applicable only where the Government acquires a vessel, during time of war or 
national emergency, for its own use, and was never intended to restrict or limit 
the amount of trade-in allowance which may be granted for any vessel under 
section 510. 

This opinion reversed a previous opinion of the General Counsel of the former 
Maritime Commission, dated February 17, 19438, which had held that “Section 
802 applies to all purchases by the Government and constitutes a limitation on 
the amount to be paid irrespective of any other provision of law.” 

The Comptroller General of the United States, by his decision B-130135, dated 
February 4, 1957, concurred in the legal opinion of the General Counsel of the 
Maritime Administration, dated February 19, 1956. <A copy of this legal opinion 
and of the Comptroller General’s decision are shown in appendix A and B, 
respectively, of this report. 

Adoption of policy 

On November 5, 1956, the Ship Valuation Committee recommended to the Mari- 
time Administrator that the following principles be approved for determining 
the values of different categories of ships for trade-in purposes : 

(1) In no ease is unrestricted world market value to be allowed. The re- 
stricted world market value is generally around 10 percent lower than the un- 
restricted or free world market value. 

(2) In the absence of unusual circumstances restricted world market value 
represents the fair and reasonable trade-in allowance for ships, whether or not 
built with construction-differential subsidy or purchased under the Merchant 
Ship Sales Act of 1946, except that if any national-defense features were paid 
for by the Government the allowance is to be reduced to the extent of the Govern- 
ment’s cost for such features depreciated on a 20-year basis. 

This cannot apply, however, in the case of any tanker, which is subject to the 
statutory limitation specified in section 510 (h) of the 1936 act; viz, the price 
paid by the owner of the ship plus capitalized improvements. 

(3) It is the opinion of the committee that, with respect to ships traded in, 
the fact that they may have been operated with operating-differential subsidy 
is not to be considered in establishing trade-in values. 

On November 9, 1956, the Maritime Administrator approved the principles, 
as above recommended, with the following notation: “Except as to the second 
paragraph of (2) in respect of which I will leave open the trade-in value of 
tankers for later determination,” because the statute spells out how the trade-in 
value of tankers is to be determined. 


Policy considerations 


Adoption of the policy cited above was based on the following considerations : 
1. As previously noted, section 802 does not place a ceiling on trade-in allow- 
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ances granted under section 510. Restricted world market value may therefore 
be paid, by law, even though the ship was built with construction-differential 
subsidy. 

2. The policy will assist in financing the tremendous building program which 
the owners of dry cargo ships find confronting them. It provides an inducement 
for the earlier replacement of vessels which are usable but not as modern and 
efficient as the new vessels would be. 

3. Unless shipowners receive a fair and reasonable value for their ships, it 
is questionable whether they would undertake the replacement of their ships. 
The solution of the problem of block obsolescence would thus be retarded. Also 
they may find it economically necessary to build their ships in foreign yards 
for operation under foreign flag. 

4. It recognizes in favor of the owner the values which owners of other per- 
sonal property are able to obtain for themselves. A shipowner should not be 
placed in a worse position than another owner of personal property. If the 
Government must restrict the foreign transfer of his ship for national interest 
reasons, then the Government should be willing to pay what the owner would 
be able to obtain if he were permitted to sell his ship foreign. 

5. American shipowners should not be treated less favorably than noncitizens. 
A noncitizen who purchased a ship under the Ship Sales Act of 1946, as amended, 
is able to realize the highest possible value for his ship, without restrictions. 
The American shipowner should likewise be permitted to realize a fair value for 
his ship; i. e., either by permitting the trade-out of the ship on a restricted basis 
or by paying a fair trade-in allowance for it. 

6. The fact that the Government may, under this policy, pay more for a ship 
than the owner initially paid for such ship when be bought it from the Govern- 
ment, is not inconsistent with the experience with other-war-asset sales. Ship 
sales were some of the best of war-assets sales. 

7. Finally, consideration was given also to the expression of congressional 
intent, regarding the payment of a fair and reasonable value for ships traded 
in, as set forth in House Report No. 824, 76th Congress, and House Report No. 
843, 84th Congress. Excerpts from these reports are quoted in part I of this 
review. 

V. CURRENT STATUS OF TRADE-IN PROGRAM 


Pending applications 

Table 5 represents a statement of pending applications for the trade-in of 
ships under section 510 of the Merchant Marine Act, 1936, as amended. It shows 
the companies involved, the names of the ships proposed for trade-in, and 
the design, year built, and how acquired. 

Included are 14 dry cargo ships, 4 from American Export Line, Inc., 3 from 
American Mail Line, Ltd., and 7 fromMoore-McCormack Lines, Inc. In addition, 
it includes an application from the Ore Transport, Inc., for the trade-in of an 
oil/ore carrier and construction of a new ship of the same type. This ore/oil 
earrier is a converted C-—4 type ship which has been determined by the General 
Counsel to be a tanker for the purpose of trade-in under section 510 (h) of the 
1936 act. This matter has been submitted to the Comptroller General for 
concurrence. 


Budgetary situation 

The Maritime Administration has funds reserved from current appropria- 
tions in the amount of $20 million for the trade-in of 16 ships at an average cost 
of $1,250,000 per ship, estimated. The House allowance for fiscal year 1958 pro- 
vides $1,250,000 for 1 additional ship. With this allowance it would be possible 
to acquire a total of 17 ships as trade-ins with the funds available through fiscal 
year 1958. On a one-for-one basis, this number of trade-ins coincides with the 
number of new ships which can be constructed with the funds available for ship 
construction in conjunction with the trade-in program. 


APPENDIX A 
LEGAL OPINION 


MARITIME ADMINISTRATION, 
Washington, D. C., January 19, 1956. 
To: Deputy Administrator. 
From : General Counsel. 
Subject: Trade-in allowance under section 510, Merchant Marine Act, 1936, as 
amended, in relation to section 802 of the act, regarding vessels built with 
construction-differential subsidy. 
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The question presented is whether the provisions of section 802 restrict or 
limit the amount of trade-in allowance which may be granted under the formula 
set out in section 510 where a vessel built with construction-differential subsidy 
is offered for trade-in. The problem of the relation of the two sections arises, in 
general, only with reference to construction-differential subsidy vessels, as section 
802 is applicable only to vessels built under the authority of title V of the act. 

It is my opinion that the allowance of credit authorized by section 510 is not 
reduced or limited by the provisions of section 802. 

A search of the hearings, debates, and reports of the act reveals that Congress, 
in enacting section 507 and the later section 510 complementing section 507,’ 
intended to reach entirely different objectives from those intended in section 802. 

By its terms, section 802 is applicable to every contract executed under the 
authority of title V, and sets out a formula, based on the vessel’s depreciated 
cost, by which the Government may acquire ownership of such a vessel through 
“purchase or requisition.’”” The purpose of this section was to secure to the 
Government the right to buy or use, during times of war or national emergency, 
vessels which it helped build, at prices which would not be extortionate. This 
over of vessels” * and to provide the “right of requisition at low cost.”* In floor 
section was intended by Congress to govern compensation for the “sudden taking 
debate it was stated that its provisions relate to “the requisition of vessels by 
the Government in times of national emergency.” ° 

It is my opinion that, construed in the light of its purpose, section 802 is ap- 
plicable only where the Government acquires a vessel, during time of war or 
national emergency, for its own use as opposed to lay-up in the reserve fleet or 
scrapping, and further, that in view of the purpose of this section, as discussed 
below, the word “purchase,” as used in this section, must be given a restrictive 
meaning which involves the paying out of money, as opposed to an allowance of 
credit, rather than the broad dictionary meaning “to obtain (anything) by paying 
money or its equivalent.” ° 

Provisions for trade-in allowances were incorporated in the act, originally, in 
section 507, which provides a formula for determining such allowance for a 
vessel, where the vessel, operated in the foreign trade, and documented under 
the laws of the United States for at least 10 years, is deemed obsolete and in- 
efficient and is to be replaced by a new vessel. This section was intended to 
“encourage replacement of obsolete vessels,’ * and was directed toward the plan 
of insuring the construction of new vessels.° Its provisions were termed 
“scrapping subsidiaries,”*® and it was understood that under section 507 the 
Government would purchase old vessels, scrap them, and the difference between 
the trade-in price which the Government would pay, and the scrap price which 
the Government in turn would receive, would represent the trade-in inducement. 

In view of the foregoing, it is obvious that Congress had entirely different 
goals in mind in enacting sections 507 and 802. 

The inclusion of section 510” was intended to be a further inducement for 
shipowners to trade in their obsolete vessels for newer craft to be built 
in American yards.“ It was enacted as permanent legislation and was 
intended to be complementary to, rather than in substitution of, section 507, 
which it closely resembles.“ Congress recognized the need for broadening the 
inducement for trade-ins in an effort to eliminate old and inefficient ships from 
the seas * and to include vessels engaged in the coastwise trade. It particularly 
recognized that the formula set out in section 507 did not represent a realistic 
basis for arriving at the actual value of older vessels.“ It was intended par- 
ticularly to remove obsolete tonnage from service." The tonnage so eliminated 


153 Stat. 1182, Public Law 259, Aug. 4, 1939. 

2Hearings before House Committee on Merchant Marine and Fisheries, 74th Cong., 
1st sess. on H. R. 7521, March, April, and Mav 1935, p. 967 

° Hearings hefore Senate Committee on Commerce, 74th Cong., 1st sess., on S. 2582, 
April 24 and 26, 1935, p. 45. 

*S. Rent. 1721, 74th Cong., Ist sess., p. 10. 

579 Congressional Record 10200. 
Webster’s New International Dictionary, second edition, 1955, 
S. Rent. 1721. 74th Cong., 1st sess., p. 14. 
79 Congressional Record 10255. 

® Hearings before the Senate Committee on Commerce, 74th Cong., Ist sess., p. 44. 

10 See note 1. 

11 Hearings before the House Committee on Merchant Marine and Fisheries, 76th Cong., 
Ist sess., March, April, and May 1939, p. 1. 

12 Tbid., p. 184. 

% Thid., p. 1. 

144 Thid., p. 184. 

4511, Rept. 824, 76th Cong., 1st sess., p. 2. 
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was intended by Congress not to be used except during periods in which vessels 
might be requisitioned for national defense.” 

The fact that nonconstruction-differential subsidy vessels are eligible for 
trade-in under section 510 does not preclude the eligibility of construction-dif- 
ferential subsidy vessels from its terms. The hearings and reports on the amend- 
ment do not reveal any intention to restrict its provisions to nonconstruction- 
differential subsidy vessels. The words of the section itself authorizes the 
Administration “to acquire any obsolete vessel in exchange for an allowance 
of credit.” ” 

Ever since the addition of section 510, it has been held that construction-differ- 
ential subsidy vessels are eligible for the trade-in allowance it offers, with one 
notable exception,” hereinafter discussed. An unpublished opinion of the Comp- 
troller General indicating the scope of section 510 said: 

“The authority granted the Commission by 510 (b) to make an allowance 
of credit on an obsolete vessel toward the purchase price of a new vessel was 
intended to provide an incentive—other than by way of subsidy—to shipowners 
to replace older vessels with efficient craft of modern design. * * * It would 
seem therefore, that section 510 (d) and the extent to which the terms thereof 
limit the amount of an allowance should be construed in the light of such pur- 
pose.” ** [Emphasis supplied.] 

Although the foregoing letter did not deal directly with a construction-differ- 
ential subsidy vessel, it recognizes that Congress intended an “incentive,” which 
element is not involved in a “purchase” under section 802. 

In May 1955, it was again recognized that one purpose of section 510 was to 
induce operators to turn in and build, that an inducement must be attractive, 
and that an allowance of credit which only equaled the amount of cash which 
a shipowner would be entitled to if his vessel were requisitioned under section 
802, is not an inducement.” The House Committee on Merchant Marine and 
Fisheries recommended in June 1955 that the Maritime Administration adopt a 
policy that vessels turned in under section 510 would be allowed a credit based 
on the world market value of the vessels, provided it determined that such value 
is fair and reasonable.” 

The notable exception™ to the view that section 510 is equally applicable to 
construction-differential subsidy and nonconstruction-differential subsidy vessels, 
notwithstanding section 802, is the February 17, 1948, opinion of the General 
Counsel, which states: 

“In my opinion, section 802 applies to all purchases by the Government and 
constitutes a limitation on the amount to be paid irrespective of any other 
provisions of law. Section 507 is a limitation on a particular type of purchase 
for the particular purposes set forth therein and constitutes a limitation not in 
substitution of the section 802 ceiling, but in addition thereto. Accordingly, in a 
case of a vessel subject to the provisions of section 802 being purchased by the 
Commission under section 507, the lower of the two limitations is applicable.” 

I do not agree with this opinion, and I believe that it is in error because it 
failed to distinguish the purposes of each of the sections. The purpose of section 
802 was to preserve the right of the Government to “purchase or requisition” 
construction-differential subsidy vessels for its own use in time of war or national 
emergency, and the purpose of sections 507 and 510 was to provide inducements 
that would tend to eliminate old and inefficient ships from service, and insure the 
construction of new, modern vessels. 

Sections of statutes should be construed in the light of their purpose. It would 
seem that since the purpose of section 510 was to induce trade-ins, to construe 
that section as operative to construction-differential subsidy vessels only where 
the employment of its formula would result in a lower trade-in figure than could 
be arrived at by the employment of the section 802 formula, as the cited opinion 
indicates, would be to frustrate the will of Congress, allowing the amendment 
little or no effect. 


16 Hearings before the House Committee on Merchant Marine and Fisheries, 76th Cong., 
1st sess., March, April, and May 1939, p. 1. 

1753 Stat. 1183, Public Law 259, August 4, 1939. 

18 123 Opinion General Counsel 215, February 21, 1950. 

1%” Comptroller General letter, B—32105, February 17, 1943. 

*” Hearings before House Committee on Merchant Marine and Fisheries, May 1955, p. 201. 

“1 H. Rept. No. 843, 84th Cong., 1st sess., p. 11. 

33 See note 18. 
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It is also noteworthy that the Congress could not have had section 510 in mind 
when enacting section 802 and providing that its limitations are applicable to 
title V because section 510 was not enacted until 3 years after section 802. 

In capsule, section 802 involves a purchase by the Government, with a money 
payment, of construction-differential subsidy vessels (obsolete or otherwise), for 
use by the Government in time of war or national emergency, whereas section 
510 involves the acquisition of any obsolete vessel by the Government, in exchange 
for an allowance of credit, which allowance is to be applied to the purchase price 
of a new vessel, the Government acquiring the obsolete vessel not for its use, but 
for inclusion in the reserve fleet or scrapping. 

Since this memorandum was first drafted, I have received the CASI Vessel 
Replacement Committee’s legal opinion on this question prepared by Shea, 
Greeman, Gardner and McConnaughey. 

I am in agreement with the conclusions reached in Mr. Gardner’s opinion. 
However, at page 9, a ruling of the Comptroller General is cited (B-115883, 
August 11, 1953) with the comment that no mention was made of section 802. 
Actually, this ruling involved a nonconstruction-differential subsidy vessel, and 
a discussion of section 802 was not required. Further, at page 7, it is stated: 

“* * * in the explicit words of the Maritime Administrator, ‘section 802 
on the construction-differential subsidy ship * * * does not govern on the 
trade-in’ under section 510.” 

The Administrator is there misquoted. Actually, he was relying on his 
memory that the Comptroller General issued such a ruling. His exact words 
were: 

“ * * * T believe there is an opinion from the General Accounting Office which 
says that we may pay the world market value and that section 802 does not 
govern on a trade-in.” * 

Epwarp D. RANsom. 


APPENDIX B 
B-130135 
COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, February 4, 1957. 
Hon. CLARENCE G. MORSE, 
Chairman, Federal Maritime Board. 


Deak Mr. CHAIRMAN: Reference is made to your letter of December 18, 1956, 
transmitting a copy of the opinion of your General Counsel, dated January 19, 
1956, wherein it was concluded that section 802 of the Merchant Marine Act, 1936 
(46 U.S. C. 1212), does not constitute a ceiling on trade-in allowances determined 
pursuant to section 510 of that act (46 U. 8. C. 1160). It is your view that the 
subject legal opinion is correct and you request our concurrence in the conclusion 
thereof. 

Section 802 provides that: 

“Every contract executed by the Federal Maritime Board under authority of 
sections 1151-1161 of this title shall provide that— 

“In the event the United States shall, through purchase or requisition, acquire 
ownership of the vessel or vessels on which a construction-differential subsidy 
was paid, the owner shall be paid therefor the value thereof, but in no event 
shall such payment exceed the actual depreciated construction cost thereof (to- 
gether with the actual depreciated cost of capital improvements thereon, but 
excluding the cost of national-defense features) less the depreciated amount of 
construction-differential subsidy theretofore paid incident to the construction or 
reconditioning of such vessel or vessels, or the fair and reasonable scrap value 
of such vessel as determined by the Secretary of Commerce, whichever is the 
greater. Such determination shall be final. In computing the depreciated value 
of such vessel, depreciation shall be computed on each vessel on the schedule 
adopted by the Bureau of Internal Revenue for income tax purposes. 

“The foregoing provision respecting the requisition or the acquisition of owner- 
ship by the United States shall run with the title to such vessel or vessels and be 
binding on all owners thereof.” 

The crux of the question presented is whether the contractual agreement re- 
quired by section 802 relative to the valuation of a vessel on which a construc- 
tion-differential subsidy had been granted, when such vessel is purchased or req- 
uisitioned by the Government, constitutes a limitation upon the valuation thereof 


23 Hearings before the House Committee on Merchant Marine and Fisheries, May 1955, 
p. 201. 
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for its trade-in to the Government in exchange for a credit allowance toward 
the construction costs of a replacement vessel pursuant to section 510. 

Examination of the legislative history of section 802 cleariy establishes that it 
is a corollary of section 902, 46 U. S. C. 1242, which authorizes the “requisition or 
purchase [of] any vessel or other watercraft owned by citizens of the United 
States” “[Lwlhenever the President shall proclaim that the security of the nationat 
defense makes it advisable or during any national emergency declared by proc- 
lamation of the President.” 

The first bills presented in response to the President’s request for new mer- 
chant marine legislation in his message to the Congress of March 4, 1935, pro- 
posed to amend section 702 of the Merchant Marine Act, 1928 (45 Stat. 689, 
697). Under those bills, the authority to take over and purchase or use privately 
owned vessels was limited to those vessels which had received Government aid 
and then only when they were “taken over and purchased or used by the United 
States for national defense or during any national emergency declared by proc- 
lamation of the President.” See H. R. 7521 and S. 2582, 74th Congress, 1st session,. 
April 15, 1935; H. R. 8555, June 19, 1935, and page 26 of the accompanying House 
Report No. 1277, June 20, 1935. The Senate Committee on Commerce reported 
out an amended version of H. R. 8555 on July 9, 1935, and in its accompanying 
Senate Report No. 1226 of the same date, explained the pertinent change in 
the House bill as follows: 

“Section 1104 of the House bill, which deals with the requisition of vessels, 
is amplified by the Senate amendment to contain the principle of establishing 
by contractual relations with the owner of the vessel at the time the Govern- 
ment aid is granted, the terms and conditions under which such vessel may be 
requisitioned by the Government in a national emergency.” [Italic supplied.] 

This principle of requiring contractual agreement by the owner is prescribed 
in section 802 of the 1936 act. However, it is noted that the Senate amendment 
continued to premise the acquisition authority upon emergency needs of the 
Government and limited its provisions to vessels upon which Government finan- 
cial aid had been granted. The broadening of the Government’s requisition 
and purchase authority to include all American-flag vessels was recommended by 
the Navy Department in its letter of May 10, 1935, to the House Merchant Marine 
and Fisheries Committee (pages 1147 and 1148 to the committee’s hearings on 
H. R. 7521, 74th Congress) wherein it was stated— 

“The Navy Department has already submitted to Congress a proposed amend- 
ment to section 702 (a) of the Merchant Marine Act of 1928 which would author- 
ize the President to take and purchase or use any vessel documented under the 
laws of the United States for national defense when war is imminent. The 
importance of such an amendment to the national defense cannot be over- 
emphasized. It has the approval of the War Department and the Department 
of Commerce and, so far as is known, there has been no opposition from the mer- 
chant marine industry. 

“It is imperative that the President have authority to take and purchase or 
use for national defense prior to the declaration of war not only those ships which 
have received financial aid from the United States but also all other vessels en- 
joying the protection of our fiag. No enhancement of the value of such vessels 
by reason of the causes necessitating the taking should be permitted. It is recom- 
mended that the amendment to section 702 (a) of the Merchant Marine Act of 
1928 as contained in section 1004 of H. R. 7521 be changed to read as follows: 

“ ‘Sec. 702. (a) Any vessel registered, enrolled, or licensed under the laws of 
the United States may be taken and purchased or used by the United States 
for national defense in time of war or when was is imminent.’”’ [Italic supplied.] 

Examination of subsequent bills and the pertinent congressional debates sup- 
port the view that sections 802 and 902 were related provisions and that both 
contemplated the purchase or requisition of vessels by the Government for de- 
fense purposes only. The legislative history leaves no doubt of the Congress’ 
intention that the section 802 valuation formula contractually agreed to became 
applicable “when any [construction-differential subsidy] vessel is taken or 
used under authority of this section [902].” 

While Congress was thus providing for the purchase or requisition of vessels 
in the interest of national defense, it did not overlook the need for providing 
trade-in allowances on obsolete vessels to be replaced by new construction. Sec- 
tion 507 provides authority for the Administration “to buy such replaced vessel 
from the owner at a fair and reasonable valuation” not to exceed the depreciated 
costs to the owner or any former owner, depreciated on the basis of a 20-year life 
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of the vessel. Accordingly, the 1936 act, as originally enacted, expressly limited 
the valuation on all traded-in vessels to the depreciated costs thereof to the 
owners, and separately provided a similar limitation (exclusive of national- 
defense features) on construction-differential vessels purchased or requisitioned 
by the Government under the conditions and authority of section 902. 

Over 3 years after passage of the Merchant Marine Act, 1936, the trade-in 
valuation formula of section 507 was complemented by the addition of section 
510, as added by the act of August 4, 1939, 53 Stat. 1182. The language of the 
section establishes its purpose to “promote the construction of new, safe, and 
efficient vessels” by authorizing the acquisition of obsolete vessels, as defined 
therein, at their fair and reasonable values, determined after consideration of 
their scrap, book, and world market values. Cf. B-115883, August 11, 1953. The 
definition of “obsolete vessel” does not exclude vessels on which construction- 
differential subsidies had been granted and nothing in the language of that sec- 
tion nor its legislative history indicates an intent to exclude such vessels. In 
recommending this legislation to the Speaker of the House on March 16, 1939, 
the former Maritime Commission explained— 

“The continued operation, on the essential foreign trade routes and in the pro- 
tected trades, of old or obsolete tonnage which should be retired from service, 
constitutes a major obstacle to the attainment of the objectives of the Commis- 
sion’s long-range construction program and to the realization of the objectives 
expressed in the act. The Government is responsible for this obstacle to the 
extent that legislative restrictions and national policy prevent or render in- 
advisable the disposal of vessels in the most generous world market otherwise 
available to their owners” (p. 1389, House hearings on H. R. 5130, 76th Cong.). 

The legislative restriction referred to was the provision of section 9 of the 
Shipping Act, 1916, as amended, which required Government approval prior to 
sales foreign of American-flag vessels. See pages 2-3, House hearings on H. R. 
5130, 76th Congress. That explanation was adopted by the House Committee 
on Merchant Marine and Fisheries. See page 5, House Report No. 824, to ac- 
company H. R. 6746, 76th Congress, which became the act of August 4, 1939, 
53 Stat. 1182. That the Congress recognized that attainment of the objectives of 
the bill would be jeopardized by applying the pricing provisions of section 507 
to a particular class of vessels is made clear by the rejection of a proposal that 
such prices Should be applied to traded-in vessels which had originally been pur- 
chased from the Government. See page 7, House Report No. 824, accompanying 
H. R. 6746, 76th Congress. As stated therein, under such a proviso the vessels 
in that category might not be replaced at all, or if replaced might continue to 
be operated by the owners, or be sold for further operation in the domestic trade, 
and would to that extent retard the vessel construction program. It must be 
assumed that the Congress was aware that a similar application of section 507 
to the trade-in of vessels on which a construction-differential subsidy had been 
paid might also result in similar actions by the owners of such vessels and a 
consequent retardation of the construction program, 

In summary, section 802 requires the contractual agreement, by the owner of 
a vessel on which a construction-differential subsidy has been granted, that when 
such a vessel is purchased or requisitioned by the Government under authority 
of section 902, his payment therefor will be in accordance with the valuation 
formula prescribed in section 802, rather than just compensation as provided for 
other vessels under section 902 (a). We find no basis in section 510, or its legis- 
lative history, for concluding that vessels on which construction-differential had 
been granted would be treated any differently for trade-in purposes than other 
obsolete vessels. 

Accordingly, we concur in the conclusion of your General Counsel that sections 
802 and 510 are not related in their objectives and that section 802 does not con- 
stitute a statutory ceiling on the fair and reasonable value of a vessel acquired 
by the Government pursuant to the trade-in provisions of section 510. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 
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TABLE 1.—Statement of vessels traded in (except “lakers”) from inception of the 
Merchant Marine Act, 1936, as amended, to May 15, 1947, reflecting original 
trade-in allowance, reduction of trade-in allowance by reason of sec. 9, Merchant 
Ship Sales Act of 1946, and the net trade-in allowance 










































































| 
Total Reduction in 
Owner and vessel] name Year| Vessel type | trade-in allowance, | Net trade-in 
built allowance sec. 9, 1946 allowance 
act 
— iat a - oe 
Farrell Lines, Inc. (formerly American 
South African Line): 
PE MiG oanctvconentndseanat 1921 | Freighter....| $451, 776.00 $129, 885. 00 $321, 891. 00 
al: Ae 2 ee 1920 |.---- do.......| 450,960.00 129, 650. 40 321, 309. 60 
NE ERE oe cn cudawhaveredawel beeset |-n-n----0e-00s 902, 736.00 | 259, 535. 40 643, 200. 60 
Grace Line, Inc.: | . aA F 
te dete inci ertstssn nda ean 1918 | Freighter_...| 210, 884. 00 68, 473. 00 142, 411. 00 
niin aienn enna’ snepubinaniiea nance 19S S25 Giinnseoe 210, 883. 00 152, 183. 00 68, 700. 00 
Lara... ee cies pales 1919 |_...- GOs... 55 210, 883. 00 135, 883. 00 75, 000. 00 
NE eee ate Pe has 510, 795. 03 None 510, 795. 03 
SN Un cannncdagreneatsaaen | 1929 |....- Gtk.nese 504, 368. 09 | None 504, 368. 09 
| | 
oe ne sinamnebenst anil Se cmes bccsiuicirdenbes “1,647, 813.12 | 346,539.00 | 1,301, 274.12 
| | SSS SE 
Mississippi Shipping Co.: | 
I a ...| 1919 | Freighter... 395, 481. 00 137, 852. 40 | 257, 628. 60 
MD hades Sensi gana alia cig taaiealisiel 3080 ).2 2. .G...2565 395, 481. 00 141, 538. 40 | 253, 942. 60 
FT dncnncecnddtcentunssaqusscbaslstebadpeiabsenanes 79, 962. 00 | 279, 390. 80 | §11, 571. 20 
Pan Atlantic Steamship Co.: las F al F 
(Reet plac ERY TR LEN. a | 1918 | Freighter__-. 541,000.00 | 482, 753. 21 | 58, 246. 79 
Ps eee a ae ORO tcc GOs. cast 548,000.00 | 488, 147.18 | 59, 852. 82 
é pe 
Wl, doduanksanedecetananesmanulen Di caas Laisaicesomenstil 1, , 089, 000. 00 970, 900. 39 | 118, 099. 61 
United Fruit Steamship Co.: “2 | 
so 1909 | Freighter... 407, 215. 32 | None | 407, 215. 32 
MN hs citunnuwninndubd 1909 j..... ” SSE 407, 273. 44 None 407, 273. 44 
ln cnn aphasia nsoetbe ee eee 0s 672,418.75 | 192, 531.16 479, 887. 59 
NN eon ccuuabaeynke oun 1911 a 417, 259. 68 None 417, 259. 68 
I ee ae sen ea eieelelie 1908 | Passenger - 380, 531. 25 | None | 380, 531. 25 
I no kee 1920 | Freighter- 57, 796. 88 | None | 57, 796. 88 
Sa ak Se a ead tile Le 734, 413. 58 | 176, 495. 45 | 557, 918.13 
Lo keene 1910 | Passenger - 378, 708. 75 None | 378, 708. 75 
BD ies cane nnceonan eee 1917 |._...do_.. 551, 471. 66 | None | 551, 471. 66 
hint | 1909 | Freighter___. 406, 694. 99 | None | 406, 694. 99 
UD, oc date Sige shiek skeet Poeenns ase 200i .28h 1, 708. | 188, 337.39 | 424, 409. 28 
Dh lpn mdncipaadetn seeebue | 1909 j...-. do... 410, 987. 82 | None | 410, 987. 82 
cdi dortekiiteccsétonbdnannnces shehakhiepadedtouaes 5, 437, 518. 79 557,364.00 | 4,880, 134.79 
Waterman Steamship Co.: | cad telnet | Sent i 
ctr argtancncsabaignnbaome 1920 | Freighter-__.- 686, 900. 00 607, 664. 00 792, 362. 00 
Gateway City. ie ak sca chee alae cea poo 1920 |...-. vais 686, 900. 00 | None | 686, 900. 00 
pO BR ee ae 1920 ee wets 686, 700. 00 581, 723. 56 104, 976. 44 
) Se LS a 1919 Mice 676, 000. 00 623, 975. 00 52, 025. 00 
PTE MG anuciunswtnketdes | ae ee 560,000.00 | 483, 680.00 | 76, 320. 00 
| 
WOO gc ndsidanconndeussodsnckcdneleuehatsscesecnecunbin | 3, 296, 500. 00 | 2, 297, 042. 56 | 999, 457. 44 
a i i Be Le 113, 164, 529. a1 | 4,710, 772.1 15 | 8,453, 757. 76 
Atlantic Refining Co.: ele oo ee OE ae 
Gc cnhennebknoeeose 1917 | Tanker-_---- 475, 700 | 227, 700 | 248, 000 
ES Sn, . ie eed eenebese 1021 |..... GOxiccan 481, 600 | 221, 600 | 260, 000 
NE Ih MM coda k tastes oka 1918 |___._ ae...ci;i 511, 800 | 271, 800 | 240, 000 
Wi Oe Enh co cnnncdecacitonse on| S088 4252 €0@.062<* 701, 400 | 341, 400 | 360, 000 
i se 340, 800 None | 340, 800 
I i nr ae | BURR occas G0. ssazz 298, 700 | None | 298, 700 
Ser Oe anncwecetécenssvencarestl 1920 |..... cia. 187, 300 None | 187, 300 
RE tilsianrncieetith citi alias attend aidenpenattaien 1919 iculiGhiens 355, 800 None 355, 800 
ND ee el are eee __ . Oa watts 481, 600 | 261, 600 220, 000 
EE Nc cceikicdiannunadanaelaimn | FOS focone Gb cicaae 511, 800 | 251, 800 | 260, 000 
idan sikccsbectcadetdwantiaudbelonuusctdaies meas: 4, 346, 500 1, 575, 900 | 2, 770, 600 
Chas. Kurz & Co., at : ‘d 
dance tae asaiedkbakaddanel 1917 anker.-_-._. 670, 000 570, 126 99, 874 
«tick vax ogaakeuintddamakan gen 1918 |..... ( 690, 000 430, 000 | 260, 000 
GedtndeiscisisnsPetuscccacnkeand et Saseus a 849, 000 589, 000 | 260, 000 
ee itttvastanessctcaiinghncasviaguhaleebdesesmnadal 2, 209, 000 1, 589, 126 619, 874 
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TABLE 1.—Statement of vessels traded in (except “lakers”) from inception of the 
Merchant Marine Act, 1936, as amended, to May 15, 1947, reflecting original 
trade-in allowance, reduction of trade-in allowance by reason of sec. 9, Merchant 
Ship Sales Act of 1946, and the net trade-in allowance—Continued 


| Reduction in 
Owner and vessel name Year| Vessel type |Total trade-in} allowance, | Net trade-in 


| built | | allowance sec. 9, 1946 | allowance 
| | act | 


Continental Steamship Co.: } 








Ponca City.......... 5 thehtbiedie oa dita | 1919 | Tanker. ..-. $597, 340 $350, 340 $247, 000 
Es SOIR adinklsncectieiideni bee S0IB jinn. 00... cans 468, 660 | 232, 660 | 236, 000 
NR: A BR NGA le, 0 oes Bh calscogcélminsenstsseunn 1, 066, 000 583, 000 483, 000 
National Bulk Carriers: 
Goa wiedlh tb nde.) ce scbcbiieGstes 1920 | Tanker... ... 624, 347 None 624, 347 
ee CA as ).. .dalideatbedébee i MD. Nisinbeinde G0..8ies 949, 300 None | 949, 300 
ey GONE, sts. 54s. conciiinbalatsbeoe STS Vestn MM an abaehs 795, 000 470, 000 | 325, 000 
Pan Virgina... ibpchdoctitnc-} eae ee. oe 710, 000 589, 506 | 120, 494 
William Penn. ......-.-.- saith obsad 1920 a de cass 1, 105, 300 None | 1, 105, 300 
ic Ot Ms no nlth BEE ERad lo anedealsasencone icin 4, 183, 947 1, 059, 506 3, 124, 441 
Paco Tankers, Inc.: 
7 SR ae ee ee 1919 | Tanker. .-.-- 754, 620 | 504, 620 | 250, 000 
| ae eas eae 1919 |_....do...... 696, 670 476, 670 220, 000 
i iartiniidetavdeninedahparinanuivtsecmicied } 1919 |_.._. ecwens 696, 670 | 461, 670 235, 000 
OR: Oe ee aannchihi gli aidite ab 1918 |..... dainnis 653, 000 570, 763 | 82, 237 
SE cnnrinensten wanes chesansene Oh i a asa Race 602, 000 444, 000 | 158. 000 
ES ee 1919 le ane | 806, 000 581, 000 | 225, 000 
Dannedaike._.......- ts dibabibebhh ns 1908 bi dca Ds baer 461, 550 306, 550 155, 000 
PDs cictdattieneiadehaiicihidtebad| DONE baked 0. es 637, 520 | 447, 520 | 190, 000 
Thermo. . wasp alntncepenbrenbtingenaiperintens | 1620 ..do.. ee 526, 850 | 353, 850 173, 000 
Dstt ch ebchsttikicakcndantdt cadeclorstoccstcace.}) RG} ake) 1, 688, 237 
Pure Oi] Co. & Sabine Transportation | 
Co., Inc.: | 
See, DNs Bh cwwtinks shi debbhbos | 1915 | Tanker-_...--| 333, 700 146, 156 187, 544 
H. M. Fredrichsen.........-.----.--- | 1914 |_.... Paki 320, 600 | 133, 056 | 187, 544 
El: dn cconnsuduhpsiedtbhe< } 1920 j..-.. Ciao 646, 200 | 386, 913 | 259, 287 
i bb dbase hhbibhee< So csnsbldthecesecebhee 1, 300, 500 666, 125 634, 375 
Socony Vacuum Oil Co., Inc: 
BNO cna ete, sc cemctiwelibekliaintab ee 1916 | Tanker-....- 468, 250 | 208, 250 260, 000 
American Arrow.........-..----..-.-. 3080 |cas- kt aes. 753, 750 | 458, 750 | 295, 000 
WD. 2.ctuslt nmesnepeiieebddbbax 1920 |....- Pr ssktuitde 691, 600 431, 600 | 260, 000 
ee Sea TEE Inacastienceas 820, 570 | 550, 570 | 270, 000 
SND... cingitinctboadeubovknevbbos h.. 3 ME is tices 774, 750 514, 750 | 260, 000 
Si it2in dc gcnnninetiditincbiniendvestimniilin | 1921 |..... i cinias | 607, 500 | 347, 500 | 260, 000 
eS SAEs yy i ccnte 795, 301 | 520, 301 | 275, 000 
0 EE ae ae ee ae | 19021 {..... ic amas’, | 753, 300 | 478, 300 275, 000 
Paulsboro_..... | edadab ie aan deeees | 1916 |... ii aucas 473, 189 | 223, 189 250, 000 
SG LAV a ciiiccasuiddatisecttipes Sie Reta | een | 575, 250 | 275, 250 300, 000 
PER <.cactiinhttebhin=npdieddiiapbes | 1920 |..... CO. nine 695, 700 | 435, 700 260, 000 
PN ctheceiiobddeseedabdditadalinece | 1920 |....- enideise’ 728, 250 | 463, 250 265, 000 
Bl SP ee ei ree ead Sa eeiadatadinn 
I i i i adi cee eal oe I a 8, 137, 410 | 4, 907, 410 | 3, 230, 000 
Standard Oil Company of California: | 
Fe  cicisciintininnsLotieniathiammanboiniaiael | 1921 | Tanker-_....-. | 725, 000 340, 000 385, 000 
ee RR Se ar GS ae Oe | 224, 160 | 114, 160 110, 000 
Be I cin ntualiid Geclaiidasiminisie | 1921 }..... eas. | 547, 780 | 262, 780 285, 000 
Se, Wis PE olin ncounceuihitbetiiboaces OEE laslee | ee | 481, 670 | 41, 670 440, 000 
NONE 60h 55603 nwnscthibabbhsnnne BUS loka Os iaines 381, 050 | 194, 050 187, 000 
Spies btinncwcncbubiinbiinbaae | 1922 j..... GOs crea 743, 000 | 342, 000 401, 000 
NE theo Saks nad Sov aeclesbeenn=4-waes 3, 102,660 | — 1, 294, 660 | 1, 808, 000 
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TABLE 1.—Statement of vessels traded in (except “lakers’”) from inception of the 
Merchant Marine Act, 1936, as amended, to May 15, 1947, reflecting original 
trade-in allowance, reduction of trade-in allowance by reason of sec. 9, Merchant 
Ship Sales Act of 1946, and the net trade-in allowance—Continued 






































| | | | 
| Reduction in 
Owner and vessel name Year! Vessel type (Total trade-in} allowance, | Net trade-in 
| built | | allowance { sec. 9, 1946 allowance 
act 
| 
Standard Oil Company of New Jersey: | | | | 
RENEE... ccieawacebadgpucdewe | 1913 | Tanker_..... $304, 000 | None $304, 000 
SEE 6t, DOE cian cccckadkiehaacael ENE Lanaae Sp crsinid | 908, 380 None 908, 380 
so nsaghoadaunaeman | 1921 |--.-- iesnad 910, 220 | None 910, 220 
Bi EG xccnnncnencisdansedsueinl Me tanesoiesaws 1, 127, 890 None 1, 127, 890 
DEE Hic DE ooo oncpeneceancdsual HU inxesctiiniens 315, 240 None 315, 240 
2 Oe Ec mcebnca | 1917 cage htes 753, 970 | None 753, 970 
Proterte Fe. TeeORG ec ntin-ccddunmecc<- ee Re etieiias 593, 340 None 593, 340 
George W. Barnes.............------- Pent... eee 2 575, 650 | None 575, 650 
SEE an. = cdhas anna peiiiebinenes F Te losuna i. ; 224, 470 None 224, 470 
Bt IDR tNG, cies is ove cethcblvekdoetars amie’ Seer 1...50.. 3. 624, 770 None 624, 770 
2 anc canedbboensmemnus 1919 |. icssns 735, 340 None 735, 340 
pe | RS ae 5 Sted | 793, 170 | None | 793, 170 
TI er ch ee ara maanhen BR “SS | 969, 230 | None | 969, 230 
Walter Jennings........ sane tial cul. SE inweaw | F 1, 150, 200 None | 1, 15, 200 
SUA, WOOP checcccanundngeadwins | 1917 | ivciotan | 725, 000 | None 725, 000 
RIN csi cas dein siae ys atest hdioacl Meatedeia aaa ead D4 TD Sion cniectginiionn | 10,710, 870n 
The Texas Co.: 
SS ES eee eee pe denal AE anisinig ies 672, 640 | $386, 557 286, 083 
ED oc cuudigssmesveditibeaccnal Ten bewsun ceeding | 566, 100 | 285, 945 280, 155 
Shenandoah-__....... vounémnintiinsdaen De Becennssal as 693, 740 | 407, 999 285, 741 
iit etsciinedhenere- oadieinniebenhiibaeh TSE Yanna lisse | 566, 100 | 285, 945 280, 155 
| 
RE se sen es ners be ate tie) Siren Sa e | 2,498,580} 1,366,446| 1,132, 134 
Union Oil Company of California: 
Ec... <cvccesssaeeacsce | 1920 |....- ; 485, 200 | None 485, 200 
I «actuate cin a4 niakaammenacmes | 1919 }..... nen 460, 100 | None 460, 100 
Hep UNE Loser <ocaccsaypmectinaa F TOGS foen5 Wilitiecsden 634, 700 | None 634, 700 
Sen ieeee one: Done toe | em eemiececieet oh: 1, 580,000 |... | 1, 580, 000 
Cities Service Fuel Oil Co.: | 
iI OP i ce cssmiendh RONG focac 0Oce.s..] 436, 404 256, 404 | 180, 000 
FF tavevcidenctncpnadennadinan 3989 |..... Dineen 494, 843 | 259, 843 | 235, 000 
Total....- DRT 5. 8 ales dandidanunctace tac eee 931, 247 516, 247 | 415, 000 
Grand total, 102 (74 tankers 25 |....../....-.........] 45, 901, 504 | 17, 705, 063 28, 196, 531 
freighters, 3 passenger ships). | | | 
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TABLE 2.—Statement of ships (Lakers) traded in by Great Lakes companies and 
amount of trade-in allowance granted, from inception of Merchant Marine Act, 
1986, as amended, to May 15, 1947 








| 
Year Total 
Owner and name of ship built | Typeofship| trade-in 
allowance 

Great Lakes Steamship Co.: | | 
a a ard os 1903 Freighter....| $391, 230. 69 
eel od haudaddbeenbencedetbbunedeon es Rt 388, 853. 97 
in ane, ee cenhuenabtenheaihe -iisinentnate oe loses iinet 385, 259. 91 
Ne lil pte al EEE LILES RE le ETE eh. oe ee ashe 389, 665. 53 
TE in nc seencinteitc meiewaditeheenedimmeocmemmemanul a eee bsiéese 392, 679. 90 
tenia ial ere a aad nee ee eee aE Ge ete see a ths | 1,947, 690. 00 
| | | ——_—________.___ __} 

Buckeye Steamship Co.: 
a a cies atta eee tee oo eh ok, te Freighter. __| 246, 202. 50 
TT cnet heiennd aD, dine atin ne ditn cnn anata owmabnmedd od a a eee icctdnes 249, 071. 25 
MIASORER DAC DONGE.........- pac scnnnecacen-secccon= ni ehetieerteet } 1898 |..... BBusccnas 461, 550. 00 
| sveaaeiigntligtiantas 
Si Retadsinaceuntiinhnnsnippeetiieatetimabiiddilb ten acindink oa cenaientest ae gb kb adl > one nngiibubians 956, 823. 75 
Pioneer: - eee) 
ected ah bids eet oie tain ee ad oda biden aw cadmas 1897 Freighter_.._| 371, 471. 25 
Nee ee ee ee cul ambaenmaned Be Stenson itecaes 362, 355. 00 
Teen ee ee nnn cee a re eS Se a ar sectueeaceess| “POROOKSS 
Bethlehem Steel Co.: | | jo OAT oe 
ace aa ert ene te ee a, ie | 1905 i 15s: | 658, 173. 81 
SI th didi titer iedlisenkinn ded stanteeieniesiiilin-anmnanaiitiwenaametanme saad oe” Tdosodesron o. | 698, 458. 90 
iit talita wna dacacemoniam mentite neues ddiadoawnietmesweru’ [fae toes Bee: 609, 672. 29 
ee es sacha bulb ie Sebbialcacndcuabdusn | 1,966, 305. 00 
Pittsburg Steamship Co.: | rc res 
SE I sts nn deen nnkbinninkatheaksigiewtnsiemedaaite’ 1898 | Freighter....| 432, 017. 81 
inset covhacndouate ounce S aeameeie 1805 |..... es 373, 320. 00 
a a 2 Gee ts iesacoee | 373, 332. 75 
i ek sp asaigseninainalemd ooudoull 1896 |....- et = = 396, 832. 91 
Bn i triacs ole tneiiaiatie a ahi ial inicnininsien bit esdiwidininit iced Pp == Pv iditnss 458, 298. 75 
Neen en nn nace ee ibnstaeeednne aa 1... cueeioees | 429, 228. 75 
EE SI ircadandatensenucepes'edelnanawesahewnitie sigutniaeietia SEES : Acasa encan 421, 910. 25 
cnt shee teats coher bvcemlamensoeeadeckncaesrs tas meme eee a Aipceen sco 8 Le 2, 884, 941. 22 
Reiss Steamship Co.: ee 
EE Ee te cae AT ere a Deed a i eres: 501, 648. 75 
ETT hina chinemhideh hint sstaleh iter hath Adie ncnetalipiawnisntincimeneial 1893 eit dieais 325, 188. 75 
ak Leis psa 6 826, 837. 50 
Interlake Steamship Co.: . a 
I acini dae et planing ince ne Meiiemsanndlioe mits sebsbibitiladid 1903 | Freighter... 427,051. 48 
ices ener Riba meat ieee ict GaN A ai an cewek intel SE. Gascon O.. atime 411, 314. 48 
ha dh iteidattccmnitiiinsaiate eine entesitinadstes eaeknacminstn sinc cod, EE laswad / Sere 426, 993. 10 
Pegasus.......-- vaiitaiiinininiahieianiettcesh eich pbtiinneas llth iini e. lscned Oh. nen 422, 796. 70 
i a aro te hich dics odie rest feces a apa leans bias abc aedae ee losand Ce 408, 516. 97 
I ii nieh ne i acne) caves aaensiomeiinahidamnacekenendatal 1903 j..... a 421, 747. 58 
ND sosi thai sechinlithtrintaintstastiensiniia neniaiaded iiatetniaeabaiainsaeeacaainnnaadl BOUB je ncne M0.éinex 412, 422. 04 
it aie ae ct al als | 2,930, 842. 50 
Cleveland Cliffs Steamship Co.: ime. 
iititiinecdénddnnennoerncnanet abn epebdiiidiceressnnkanad | 1902 | Freighter.-.| 397, 761. 38 
ii <ionnanndeedcamdinbannhs tii semen waieseGwebnlbeeed Ss DT Bc e biden 411, 943. 73 
ta < che camdaaehsaimamennnnsid eee ama tnmnememintiinnls Es Deictedl 6 teas 372, 137. 80 
aetna Las RRM TIO Se ECR ee I 1901 JR. Gsses 366, 595. 96 
I ticanuuctrnanietdakginiamnks canddaddadhibd ataiedne sateen 1902 j|..... GBOvacies 399, 251. 13 
Cn cated iediiead ae) Se el a 1, 947, 690. 00 

Wilson Transit Co.: | 

Se TING ins ntcinkinbsihonimademinaninmnecebon 1900 | Freighter. --| 471, 334. 92 
ET pe inncGdnhiek dink peidbignnnakiwieeiinmneudunmatinasuebathe Be hoswun BDa< asou! 417, 468. 08 
| 1 —— — — 
NS ccractebatsnstenexcactetecutiaiaiwennanaonsuanaeeme been Deeb teen aaeebon | 888, 803. 00 
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Taste 3.—Statement of vessels traded in and amount of trade-in allowance, 
May 16, 1947, through April 1957 (tanker trade-in-and-build program, 1954-55) 






































Total Reduction 
Owner and vessel name Year| Vessel type trade-in in allowance | Net trade-in 
built allowance sec. 9, 1946 allowance 
act 
Cities Service Oil Co.: 
I, Lat i celke veakmaegelaeed 1943 | Tanker-_-.._-. $1, 061, 922. 36 None | $1, 061, 922. 36 
De BOR ih cei itkcicddieas dere 1943 }..... do.......| 1,007, 822. 63 None 1, 007, 822. 63 
French Credh.......ccccca- idkaasoedel 1944 |_.... Gi dnses 1, 151, 809. 55 None 1, 151, 809. 55 
PE ONE ue cchinccccnvedevadncehel 1945 |..... eh cade 1, 123, 749. 69 None 1, 123, 749. 69 
RI a a sin tthe eet hited oe 1944 j..... do.......} 1, 147, 653. 72 None 1, 147, 653. 72 
ia decackwviuaddvooweinblmaaein ial 1944 j..... See koran 1, 145, 287. 70 None 1, 145, 287. 70 
Pe iscennsdeedkiuasiundinbewaee 1944 |_.._. Ta ahciint 1, 094, 858. 55 None 1, 094, 858. 55 
Wahl ..daendedstnndasddedilidelaiabcns ay Fe 7, 733, 104. 20 | 0 | 7,733, 104, 20 
Esso Shipping Co.: | 1 Ter taal 
OO. CONE 6 nccccecatbacceneck 1944 | Tanker_..._. 1, 080, 178. 27 None 1, 080, 178. 27 
BND BAG a ninxccnsencduaesysots 1944 |__... do.......} 1,015, 714. 40 None 1, 015, 714. 40 
BP SE vbidcvdcecncdanancédinn 1944 |_.... Oth. tines 1, 010, 786. 98 None 1, 010, 786. 98 
aE Te 1944 |_.... Beles 1, 066, 210. 67 None 1, 066, 210. 67 
Be DUNES Re cliiccadsatddinc<d 1944 |_.... ee 1, 026, 137. 26 None 1, 026, 137. 26 
WIN sie so scccb nasa ene bas foncpee ease taeos ees 5, 199, 027. 58 | 0 | 5,199,027. 58 
The Texas Co.: 
Pe ed ovate biieekteueuitaede | 1937 | Tanker-..._.- 420, 961. 00 | None 420, 961. 00 
NOG DRGs cccbidsarenudsatidasee 1937 |..... DBirinan dt 429, 596. 00 None 429, 596. 00 
ee NN 
Seiel cnc uss bs wuts a 850, 557. 00 | 0 | — 850,557.00 
Grand total, 14 tankers.........._- a ae 13, 782, 688. 78 | 0 | 13, 782, 688. 78 








Prepared by: Division of Contracts, Office of Government Aid, Maritime Administration, Dec. 11, 1956. 


Taste 4.—Tanker trade-in-and-build program: Number, tonnage, and speed of 
old tankers traded in and new tankers to be built as of Dec. 31, 1956+ 


























Old tankers New tankers 
Company Total Total 
Number Year dead- Speed | Number; dead- Speed 
built weight (knots) weight (knots) 
tons tons 
Cities Service Co............... 2 1943 33, 344 1 pg eet etre Fh that tee 
Obs 5cdbtbedkiceda 4 1944 65, 948 368 $...5-<5.0d i NER ae 
a i 1 1945 16, 572 34S. 1.s..~ a0 o6-éhdeitemeietaeteebne 
| | | - 
I ns, winstinn s ctiaihaaainie DT Miicouddas a a 3 90, 000 16. 5 
hl dhutanedicsnanenbecss 2] 19387 24, 780 13.1 1 19, 200 19.0 
Esso Shipping Co...........-.- 5 1944 | = 82,715 | 14. 5 | 2 70, 800 18.3 
Secanianamal ceiaiicianeiantl accel c 
Mee DTS 223,350 | 214.3 6 | 180, 000 117.5 








1 Last contract executed in 1955, 
2 Average. 


Source of data: Program Planning Office. 
Prepared by Organization and Methods Office, Maritime Administration, U. 8. Department of Com- 
merce. 
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TaBLE 5.—Pending applications for trade-in of ships under sec. 510, Merchant 
Marine Act, 1936, as amended, as of May 3, 1957 


If ac- 

quired 
Vessel to be Year from 

Company traded-in Design built From whom acquired Govern- 
ment 

under— 


American Export Line, Inc..| Exton........- 





xmouth..... Do. 
Exermont....- 1936 act. 
Explorer -....- Do. 
American Mail Line, Ltd...} China Mail... Do. 
Island Mail... Do. 
Ocean Mail... Do. 
Moore-McCormack Lines, | Mormacdale.. Do. 
Inc. Mormaclark - - Do. 
Mormacreed . - Do. 
Mormacstern . Do. 
Mormacswan . Do. 
Mormacport.. Do. 
Mormacmoon. : 0 | Do. 
Ore Transport, Inc_......... California... Converted 1946 | American-Hawaiian | 
C4-S-A4 Steamship Co. in 1954. | 
to tanker- 
ore carrier. 











1 Originally constructed for American Export Line, Inc., with construction subsidy, then sold to Govern- 
ment and reacquired from Sheperd Steamship Co. 
2 Operator has requested that it be permitted to substitute its vessel Steamship Ezaminer for the Explorer. 
3 Delivered Dee. 31, 1940. 


Mr. Mariurarp. Mr. Chairman. 

Mr. Rozeson. Mr. Mailliard. 

Mr. Marturarp. Mr. Morse, can you give us any information that 
would give us an indication as to what is actually happening, as you 
see it, to charter rates at this stage of the game? We have been 
through this very tight world-tonnage situation and I wonder if there 
is an indication that we are over the hump on it. 

Mr. Morse. There are very definite indications, particularly in the 
tanker field. Those rates were up to Maritime plus 200. I think that 
was at about the peak. They are now down near Maritime’s flat 
rate or even slightly below, so that there has been, as a result of the 
Suez situation, a tremendous bulge in the increase in the tanker rates 
and now that that situation is cleared up and now that summertime has 
poe along that rate has gone back to its previous level, its pre-Suez 
evel. 

Mr. Marutarp. When you use the symbol of Maritime plus or 
minus, what is Maritime? 

Mr. Morse. Captain Goodman is here and maybe he can explain it 
to you better than I can. 

Mr. Goopman. That was established in 1948 as a rate of fair com- 
pensation. The standard voyage was from the gulf to north of Hat- 
teras and the charge for a ton of cargo was established at $2.85 per 
ton. That is considered Maritime. It has been adopted by the indus- 
try even though it has no official standing and is used with percent- 
ages of plus or minus. 

Mr. Maru1arp. In other words, immediately before the Suez situ- 
ation tanker rates were approximately on that normal? 

Mr. Goopman. Yes. Well, tanker rates had started up prior to 
Suez. They were on an upward swing. 
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Mr. Maru1arv. Would you judge that the recent decline is more 
than seasonal then? In other words, it indicates a general return to 
what we might consider to be normal as well as the usual seasonal 
decline ? 

Mr. Goopman. Well, I believe that even with Suez, a great 
deal of inventory was actually built up in Europe that they had 
not expected. They more than met the requirement that they had 
facing them so that they are now faced with a fairly full inventory 
in storage tanks which normally creates an excess of tanker tonnage. 
I think it is a very immediate thing, it is just a transition period that 
we are going through. 

All expectations are that tanker rates will start climbing slowly 
but not to anything like the plus 200 that they were during the Suez 
period. 

Mr. Mariurarp. What is the comparable situation on dry cargo? 

Mr. GoopMan. Coal has fluctuated more than most any other rate. 
Coal was high. It took a very rapid decline, but then climbed up 
again and is about midway at the present time. In other words, it 
is a rate at which a man can still make a profit. Grain has held more 
consistently. Grain has held near or a little below what we consider 
the Maritime fair and reasonable rate. The dry cargo market has 
held much firmer than the tanker. The tanker market took a terrific, 
fast downward swing. 

Mr. Mariutarp. As far as you see the situation right now, does it 
appear to be fairly stable, as nearly as you can see it, or do you look 
for more decline ? 

Mr. GoopMan. The dry cargo or tanker? 

Mr. Matuiarp. I was thinking more or less of the general picture. 
If you want to separate it, that is fine. I am not une you to. 

Mr. Goopman. I hesitate to forecast. 

Mr. Maruirarp. I was interested because I was going to follow with 
asking Mr. Morse what effect this is having on the shipbuilding order 
backlog, new orders, cancellation of plants to build. I think it ties 
together and I am trying to get a general picture. I am not asking 
for an economic prediction but just the situation as you see it now. 

Mr. Morse. I think that over a period of years the dry cargo rate 
is going to gradually increase, in part because of the increased labor 
costs both on shipboard and loading and discharge costs, and also in 
part because the owners of vessels who are gradually replacing the 
older tonnage with new vessels are having substantially greater 
‘apital costs and are having to increase their rates in order to finance 
the new construction. I think it is inevitable that the dry cargo rate 
will gradually increase to reflect this greater expense that they will 
meet. 

Mr. Marirarp. What effect is this general picture having on our 
shipbuilding situation? As I understand, as to at least our eastern 
yards which have been doing most of the building, they have had a 
pretty good backlog of work in the last 6 months. 

Mr. Morse. As a result of the Suez situation and the demand for 
tankers and the high prices that were being paid for tanker charters, 
there were orders for a very substantial number of tankers placed 
in the American yards. Some 29, as I recall, were placed here by 
foreigners for foreign operation. The rest were placed here for 
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American-flag operation. Those contracts are proceeding. There 
is no indication so far that any of those contracts will be canceled 
out but I would assume that some of them may fall by the wayside. 
As an indication of that possibility, there is the fact that we gave 
approvals in principle to trade-outs against new tanker construction 
and some of those people have indicated that they are not going ahead 
with their programs because either they could not get their financing 
or they could not get charters or various other factors. 

Mr. Martuiarp. In other words, the fall-off in tanker rates has made 
the proposition of building new tankers at American costs less at- 
tractive than it appeared before. 

Mr. Morse. Yes, but only to those people who were, I would say, 
speculators, and who were hoping to cash in on the high tanker 
market and may have failed to get a long-term charter to aid them 
in the building of the new tanker. 

Mr. Matruiarp. Has this progressed to the point where delivery 
dates are advancing at all, or 1s it still a tight situation ? 

Mr. Morse. I have heard of no contracts for tanker construction 
that have been canceled out, The only cancellations that I have men- 
tioned were approvals in principle only, where they had not coordi- 
nated their financing and their charters and tanker contract itself. 

Mr. Mariui1arp. That is all, Mr. Chairman. 

Mr. Rogeson. Mr. Miller. 

Mr. Mituer. I have no questions. 

Mr. Aten. Mr. Chairman, may I ask one more question ? 

Mr. Rosrson. Mr. Allen. 

Mr. Auten. Mr. Morse, following along this consideration of where 
vessels are going to be traded in and replaced, do you have any esti- 
mation by segments of the trade as to how we are getting along with 
respect to cargoes or passengers carried ? 

For example, we hear quite frequently that we have dropped from 
70 percent in 1947 to around 20 or 21 percent now, but are there trades 
like the North Atlantic Berth Services that are improving and carry- 
ing a higher percentage; or the tramp trades are going down, or the 
Pacific Ocean trades are carrying a greater or lesser percentage, so 
that you can tell segment by segment where the progress is best and 
where the situation is most in need of some further help ? 

Mr. Morsr. Yes; I do not have those figures with me, but we will 
supply them for the record. I can indicate some general statements. 

(The information is as follows :) 
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We are now carrying either 19 or 20 percent of our overall imports 
and exports. At one time we were carrying, as you mentioned, 70 
percent. I think that is probable, but that is a misleading figure be- 
cause at that time there were virtually no vessels other than American- 
flag vessels on the sea, or very few foreign-flag vessels, so that puts 
an improper emphasis, to say that we were carrying 70 percent at one 
time and today are only carrying 19 or 20 percent. We are doing quite 
well with the liner services carrying 38 or 39 percent of our import and 
export cargoes. We are doing particularly well in the Pacific, for 
example. 

I do not have the figures accurately in mind, but I would venture 
to say this: We are carrying 70 to 80 percent in the trans-Pacific trade 
of the liner cargoes. 

In other areas obviously we are carrying less to arrive at an overall 
of 38 percent. In the tramp field we are steadily losing ground. Many 
of the Liberty type vessels are being transferred foreign against new 
tanker construction, so that we will have fewer and fewer tramp ves- 
sels under American flag, although we now have applications for the 
building of 5 or 6 of our so-called C-5 design which is a 26,000-ton 
bulk dry cargo carrier, and we are going to assist these people by pro- 
viding construction subsidy funds in aiding them to go ahead with 
this building, so that that will be an improvement to a minor degree 
in that field. 

There is a definite deficiency, not only in the tramp field, but also 
and to an even greater respect or extent, in the bulk field, the dry cargo 
field, or ore carriers, particularly. 

Mr. Auten. If you consider a situation that you mentioned, that 
on the Pacific we are carrying a higher percentage in the berth serv- 
ices, does the fact that American President Lines wanted a large, 
special ship and that the building was deferred, open up the possi- 
bility that they will fail to take advantage of the present good time in 
the trans-Pacific shipping situation and that they might not later be 
able to do so? 

Mr. Morse. That is the hazard, although, as you may recall, they 
bought the Panama and renamed it the President Hoover, which they 
have put into the trans-Pacifiec service to be a third passenger vessel 
for them, and they are obligated under their subsidy contract to 
replace that vessel with a new, big, fast passenger vessel. We had 
hoped to get funds for that purpose in this session of Congress, but 
have so far been unsuccessful. I do not think that the inability to 
get these funds at this time will substantially defer the building of that 
vessel because they are not at this moment ready to proceed because 
they have not finalized their plans and specifications. 

There is that hazard. The longer they delay, the more likelihood 
there is that some other company or other country will come in with 
passenger vessels in that trade. 

Mr. Auten. Thank you, Mr. Chairman. 

Mr. Mixer (presiding). Do you have any further questions? 

Allright, Mr. Counsel. 

Mr. Drewry. Mr. Morse, you said section 507 had never been uti- 
lized. Can you do everything under 510 that you can do under 507? 

Mr. Morse. 507, as I recall, is where the vessel is built for the Gov- 
ernment account. 510 deals with, primarily, situations where the 
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vessel is built for private account with the Government participating 
to the extent of the trade-in credit. 

Mr. Drewry. If it is built for the Government account there would 
be no trade-in involved, would there ? 

Mr. Morse. There would be a trade-in to the extent that the credit 
is applied against the purchase price. 

Mr. Drewry. So that 507 is what you would use in the case of 
subsidies, construction subsidy vessels. 

Mr. Morse. No. On our replacement program we are requiring the 
subsidized owners to finance the new construction privately rather 
than having the Government build the vessel and then sell it on credit 
terms to the purchaser. 

Mr. Drewry. What I was getting at, and I have not studied it too 
closely myself, is whether 507 has in effect been repealed by the broader 
provisions of 510. 

Mr. Morse. No; I do not think it has. 

Mr. Drewry. Under 510, under your new declaration of policy 
where you will take into account restricted world values, if these three 
subsidized companies trade in their vessels, will the amount of the 
allowance of credit they receive be the restricted world market value? 

Mr. Morse. Yes, sir. 

Mr. Drewry. Notwithstanding the fact that-they were built under 
construction subsidy ? 

Mr. Morse. Correct. 

Mr. Drewery. Where they paid half or say 60 or 40 percent, what- 
ever it was, of the world cost at the time they got it. 

Mr. Morsz. That is correct. The same thing would apply on a Ship 
Sales Act vessel. Those vessels were bought at a price which was sub- 
stantially equivalent to the price that would have been established if 
they had been built with construction subsidy. 

Mr. Drewery. Then the new vessels they get will be built under con- 
struction subsidy. 

Mr. Morse. Correct. 

Mr. Drewery. Is that not giving them a pretty good windfall ? 

Mr. Morse. Not in my opinion. I assume you are getting at the 
point that we should impose a reduction on the trade-in credit where 
construction subsidy is paid, equivalent to the reduction we apply 
on national defense features. 

Mr. Drewry. Well, not necessarily that. It would be a pro tanto 
reduction if there was a 40 percent subsidy. Then the allowance of 
credit would be 40 percent world market, would it not.? 

Mr. Morse. I do not feel that such an amount should be imposed. 
The construction subsidy is paid primarily for two reasons. One is 
to have a healthy, active shipbuilding industry. The Government 
achieves that purpose when it has the vessel built. The other reason 
is to have a vessel retained under American-flag for 20 years and the 
vessel obtains that result. I think the Government has gotten its 
consideration for its payment of construction subsidy when it attains 
those two ends. 

Mr. Drewry. When he replaces he pays again on the world cost. 

Mr. Morse. That is correct, which again means that the Govern- 
ment maintains a healthy shipbuilding industry and has a vessel built 
which will remain under American flag at least 20 years. 
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Mr. Drewry. Does he carry that vessel on his books at the full 
cost ? 

Mr. Mors. Only the price paid by him. 

Mr. Drewry. Then when he sells it he gets the benefit of the price 
the Government paid appreciated by a world market of that portion. 

Mr. Morse. He gets the full world market irrespective of whether 
he built it. He gets the full restricted world market value irrespec- 
tive of whether the vessel was built with construction subsidy aid. 

Mr. Drewry. Has the Comptroller General ruled on that point? 

Mr. Morse. Not specifically. 

Mr. Drewry. Along the same lines, in the national defense features, 
the reduction would be the book value of the national defense features. 

The depreciated book value would be the reduction, again thinking 
of a class of tankers that were built back in 1938, where for the first 
time the speed was taken into account as being a defense feature allow- 
ance, I think it was called the Cimarron class tankers. Even though 
when those ships were sold the trend of tankers as to speed had gone 
up and the higher speed of these vessels is what made them attractive, 
the Government would not get any benefit of the world market 
= of that defense feature allowance above the depreciated book 
value. 

Mr. Morse. Well, we have not gone into the details on this problem. 
We have not had to so far, because there have been no specific prob- 
lems presented to us, but if in fact on the building of a vessel the 
Government paid a national defense allowance, we would reduce the 
trade-in credit by the depreciated portion of the national-defense 
allowance. 

Mr. Drewry. And no more? 

Mr. Morse. Correct. 

Mr. Drewry. Even though that national defense allowance might 
be the principal factor that made a ship of great value on the world 
market ? 

Mr. Morse. That is correct, because the Government still has the use 
of that national defense allowance for the remaining life of the vessel. 

Mr. Drewry. What would you say is the reason for the failure of 
the tanker trade-in-and-build program ? 

Mr. Morss. Primarily because the tanker market very quickly ex- 
ceeded the depreciated book value; soon after the enactment of the 
statute, the tanker market exceeded the depreciated book value, so 
that there is no financial advantage to trade in a tanker. 

Mr. Drewry. I believe you stated several weeks ago that it was 
your opinion that a tanker of 12 years of age or more could be traded 
in and an allowance of credit granted under 510 in the same manner 
as a dry cargo vessel. In other words, a 12-year-old tanker could 
receive a restricted world market value allowance. 

Mr. Morss. I have an opinion of our General Counsel’s Office which 
has not been finalized yet on this specific question. I would rather 
give you a definite answer on that after we have had this opinion 
finally checked out in our General Counsel’s Office, but a reading of 
section 510 (h) will show that two categories of tankers are con- 
sidered there. 

One is the war-built tankers and tankers which are suitable for 
placement in the national reserve fleet. The other category is all 
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other tankers. Now, my offhand view is that on the first category, 
namely World War II tankers and tankers suitable for placement 
in the national defense reserve fleet, we must apply section 510 
(h) values for trade-in. But the other category of tankers, we can 
apply the 510 (d) trade-in values. Of course they would have to 
be over 12 years of age. 

Mr. Drewry. But you do have an opinion in process on that. 

Mr. Morse. Yes, sir; which we would be happy to supply for the 
record. 

Mr. Drewry. I raise the question because last fall you wrote the 
chairman following your announcement of your trade-in policy on dry 
cargo vessels and in his reply he made inquiry as to why none of the 
tankers were mentioned. I do not recall whether it was your reply 
or Admiral Ford’s, that was to the effect that 510 (h) put a book 
value restriction on it and therefore the rule would not apply in the 
case of tankers. 

Mr. Morse. I know we supplied such a reply to the chairman, but 
that reply was made before a thorough study had been made as to the 
intent of section 510 (h). 

Mr. Drewry. Several years ago when 510 (h) was up for considera- 
tion there was a rather broad, general impression given to the Con- 
gress on both sides that our situation with regard to the reserve of 
tankers was so critical that this legislation must be enacted; that not 
only were the T-2’s becoming obsolescent, but that we needed to have 
a reserve of usable tankers. What happened to the great need for those 
vessels ? 

Mr. Morse. We still have a deficiency of tankers for mobilization 
purposes. 

Mr. Drewry. What is the deficiency? What number of ships is it? 

Mr. Morse. I am not sure whether this is classified information or 
not, so that I would rather check it out first and, if it is unclassified, I 
will supply it for the record; but there is a deficiency recognized for 
mobilization purposes in that there is an insufficient number of tankers 
in the laid-up fleet. 

Mr. Drewry. Well, there are actually none to speak of in the reserve 
fleet at present. 

Mr. Morsr. We took in 14 tankers which are presently in use by 
MSTS. 

Mr. Drewry. And you wanted to build under the trade-in-and- 
build program. Am I not correct that the hope was that there would 
be some 40 vessels traded in and 20 built as a result of that? Is that a 
correct recollection ? 

Mr. Morse. I do not have any recollection of that. I know that on 
the tanker charter bill there were 15 that it was hoped would be built 
for private account and 5 would be built for Government account; 
but that was in connection with the tanker charter bill and not the 
trade-in bill. 

Mr. Drewry. What I am getting at is, has that demand gone? 

Mr. Morse. No, there is still a deficiency. 

Mr. Drewry. Has there been any move to amend the tanker trade-in 
bill to restore it to its original form, put the allowance of credit in the 
same category as dry-cargo vessels ? 
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Mr. Morse. We have not initiated any such move, in part because 
we do not have funds available. We only have $20 million in funds 
available for trade-ins. 

Mr. Drewry. What you are saying on page 3, in effect, then, is that, 
although you recognize the purpose of the trade-in bill, the 510 w as 
necessary to remove the obstacle which the Government had placed 
to the extent of the legislative restrictions on the transfer of vessels. 
Because you are unable to get funds, now under your transfer policy 
you have removed those very restrictions yourself, is that correct, as 
far as tankers are concerned ? 

Mr. Morse. The purpose of 510 (h) was to encourage the placement 
in the reserve fleet of usable tankers. The other provisions of section 
510 were more for the purpose of removing from the active fleet 
obsolete vessels. 

Mr. rican Not the 12-year provision ¢ 

Mr. Morse. No, not the 12-year provision, but the 17-year provision 
was for that purpose. 

Mr. Drewry. But you do agree that 510 itself was designed to re- 
move the obstacle presented by sections 9 and 37 on the burden that 
was put on a shipowner, and that 510 was enacted so that the ship- 
owner would not be placed in a less favorable position than any other 
owner of property. 

Mr. Morse. In my opinion that was one of the purposes of section 
510. 

Mr. Drewry. Has 510 been used in connection with replacement of 
domestic vessels ? 

Mr. Morse. Since 1947 there have been no dry-cargo vessels traded 
in. 

Mr. Drewry. Has there been any effort on the part of the Adminis- 
tration to induce dry-cargo operators to trade in ? 

Mr. Morsr. We have endeavored to encourage domestic operators 
to build new vessels, and, to the extent that they had vessels that they 
would have for trade-in, we would certainly have done business with 
them. 

Mr. Drewry. But no positive effort was made to say to suc ‘h- and- 
such an operator, “Will you trade in if we give you a fair value?” You 
leave it to the operator to come to you rather than going to him. 

Mr. Morse. No, that is not entirely fair. I w ould say that we made 
quite a drive on the ore companies to encourage them to build and oper- 
ate vessels under American flag, but without any success. We did not 
discuss the question of trade-in, but I know that we told them that we 
would provide them construction subsidy to encourage them to build 
ore carriers. 

Mr. Drewry. In the foreign trade ¢ 

Mr. Morse. In the foreign trade, obviously. 

Mr. Drewry. This is not on the question of trade-in, but on the 
question of tankers. On the tanker charter program was there ever 
any effort made to cure the deficiencies that caused that bill to fail to 

carry out its purpose ? 

Mr. Morse. I do not know that any efforts were made after the 
adoption of the statute, but strong efforts were made prior to its adop- 
tion to omit from the bill the several items which made it difficult for 
operators to proceed under that legislation. 
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Mr. Drewry. My point is whether, when it became apparent that the 
bill did not offer sufficient inducement to bring private operators in, 
there was any consideration given to pointing that fact out to the 
Congress and asking for an amendment. 

r. Morse. As I recall, efforts continued with a number of compa- 
nies under that legislation up to about a year ago when the negotiations 
for the building of tankers under that tanker charter legislation col- 
lapsed ; but there was still hope up to that time that vessels would be 
built under that legislation. 

Mr. Mitier. Would you yield? 

Mr. Drewry. Yes, sir. 

Mr. Miuuer. In the final analysis, this law went into effect in 1954. 
This is almost mid-1957. It has another year to run. We have only 
increased the fleet by six tankers and 180,000 tons, have we not? 

Mr. Morse. That is all that has resulted from the tanker trade-in 
legislation. 

Mr. Miuzer. And perhaps with the world demand for tankers today 
we still have a block of tankers that we thought would go out and go 
into the reserve fleet and that block is still being used and we have not 
solved our problem. 

Mr. Morse. Those vessels would have become obsolete whether they 
were in use or laid up, but we have on a trade-out policy aided in pro- 
ducing contracts for the construction of approximately 90 tankers 
which is a very substantial benefit to our overall requirements; and 
without any cost to the Government. 

Mr. Drewry. But they do not meet the need for a reserve of tankers. 

Mr. Morss. In my opinion it does because the vessels traded out are 
under effective United States control. 

Mr. Drewry. That is what I was asking you, Mr. Morse. I was 
asking you whether the need for reserve of tankers had disappeared. 

Mr. Morse. It has not disappeared. The number of vessels traded 
out, even if they had been put in the reserve fleet, would not have met 
the deficiency. In other words, there was a greater deficiency and 
there is a deficiency still existing. 

Mr. Drewry. Then is it the present policy to maintain under foreign 
flag the reserve that was wanted in the reserve fleet several years ago; 
is this a substitute of that ? 

Mr. Morse. No; we need more tankers. 

Mr. Miuirr. That is about the summation of the thing, as I see it. 
We have not improved our situation and your fleet of tankers is getting 
older day by day. 

Mr. Morse. Out of a total of less than 400 tankers we have orders 
for 90 new ones. I do not see how you could say that we have not im- 
proved our situation. 

Mr. Drewry. What effect has the trade-out policy had on the com- 
position of the American-flag merchant marine. You permit the 
trade-out of dry cargo vessels as well as tankers in return for new con- 
struction. ; 

Mr. Morse. I am not sure I understand just what you are getting at. 

Mr. Drewry. Well, if X company asked for permission to transfer 
foreign and proposes to transfer a T-2 tanker and a Liberty ship in 
return for building a new tanker, you have approved that type of 
thing. 
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Mr. Morse. Yes. Well, the result has been that there has been 
more tanker construction, so that we are retaining or improving our 
tanker carrying capacity, but we are reducing our tramp fleet. 

Mr. Drewry. What is the position of the Administration at present 
on the desirability or need for a tramp fleet ? 

Mr. Morse. We have felt for a long time and still feel that we need 
a tramp fleet. 

Mr. Drewry. But you need tankers more than you need a tramp 
fleet. 

Mr. Morse. We need all categories of vessels for national defense 
purposes. I do not say that we could say we need tankers more than 
tramps or vice versa, or passenger vessels. We need all of them. As 
indicating that we feel that we need bulk carriers, we are providing 
construction subsidy funds for bulk carriers. 

Mr. Drewry. If I wanted to trade out two T-2’s and build a new 
tramp, would you approve that ? 

Mr. Morse. Certainly; assuming it had proper equivalent utility 
value. But the facts of life are that there is less interest in building 
and operating tramps than there is in building tankers. 

Mr. Drewry. They are at the present time receiving, and since the 
fleet was cut in half several years ago they have been receiving, their 
share of 50-50, have they not ? 

Mr. Morse. Oh, yes. But the advantage of tanker operation is 
that they are able to sign up long-term charters and that they will have 
a profitable operation whereas the tramp operator is on a ptipdiey 
operation. It is unusual for him to have a long-term charter. 

Mr. Drewry. In order to maintain a balanced fleet of all types, 
what inducements do you offer to keep tramp operators happy and in 
business ? 

Mr. Morse. We offer them construction subsidy and the Congress 
has provided them 50-50 legislation. I do not know offhand of any 
other benefits provided to them. 

Mr. Drewry. Other than the little bit that they have in 511. 

Mr. Morse. That is right; trade-in and also mortgage insurance. 

Mr. Drewry. I have just one more question, Mr. Morse. When you 
appeared on March 28, the question was raised about a joint Maritime- 
Navy report on memorandum on ocean shipping to support the defense 
of the United States, and I made reference to the one of December 19, 
1955, and asked whether it was being brought up to date. You or 
Admiral Ford advised that in another 3 or 4 weeks it would be avail- 
able. Can you tell me what the status of that is now ¢ 

Mr. Morse. It is my understanding that the revision is in the Office 
of the Secretary of the Navy today for his signature. 

Mr. Miter. Counsel has one more question. 

Mr. Drewry. Mr. Morse, in view of the fact that 510 (h) has not 
accomplished its purpose as you stated, because of the book value lim- 
itation, would you favor repeal of it? 

Mr. Morse. I would favor amending the legislation so that we could 
pay the same values for tanker trade-ins that we can under 510 (d). 

Mr. Drewry. Is it not a fact that all the vessels that we wanted at 
that time are now 12 years or more of age ? 

Mr. Morse. I believe substantially all of them or all of them are now. 

Mr. Drewry. I have one more question, Mr. Chairman, if I may. 
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There is a bill which has been introduced as a result of an Executive 
Communication which calls for an extension of the time on the 12-year 
limitation in 510 to 1962. Why is it an extension of the 12-year author- 
ity instead of, say, 17 years ? 

Mr. Morse. I do not know other than I think that it was considered 
to be simpler merely to extend that 12-year provision rather than to 
change it to a vessel of a different age. By that I mean, if you change 
from a 12 toa 17-year trade-in age period between now and 1962, there 
will be a great many war-built vessels that could not be traded in under 
the 17-year provision, so that it is-desirable to amend the legislation 
so those can be traded in during the next 5 years. 

Mr. Drewry. I understood that. Just bearing in mind the thought 
behind the original 12-year provision, it was to break up the block 
obsolescense developed as a result of the wartime program, and I 
wondered whether at this stage by having it apply again for another 
5 years to 12-year vessels there was some other purpose in mind. 

“Mr. Morse. There was none to my knowledge. 

Mr. Drewry. That is all, Mr. Chairman. 

Mr. Mititer. Thank you very much, Mr. Morse. 

Mr. Morse. May I suggest, Mr. Chairman, that the statement which 
we have supplied to you on the reserve fleet policy be considered as 
read into the record. I think we have discussed many of the points 
which have been made there unless you want me to return for that 
purpose. 

Mr. Mitier. Without objection that will be the order. 

(The statement referred to follows :) 


STATEMENT BY CLARENCE G. MORSE, MARITIME ADMINISTRATOR, 
ON RESERVE FLEET POLICY 


1. BACKGROUND 


At the conclusion of World War II the United States possessed about 5,500 
ships with a deadweight capacity of approximately 55 million tons. This con- 
stituted more than one-half of the deadweight tonnage available in the world 
and about five times the deadweight tonnage of the prewar American merchant 
marine. The United States was confronted with a complex ship-disposal prob- 
lem which could not be solved by existing legislation. As a consequence, Con- 
gress enacted the Merchant Ship Sales Act of 1946. Among other things, this 
legislation provided for the terms of sale and charter to citizens and of sale to 
foreign citizens, and established the prices at which vessels could be sold and 
rates for the charter of vessels to citizens. The act also provided for the estab- 
lishment of a national defense reserve fleet to be composed of those vessels as 
to which contracts of sale had not been entered into by a specified date. The 
primary purpose of the reserve fleet, as established by law, is to provide, after 
consultation with the appropriate military authorities, a reserve of vessels of 
sufficient value for commercial and national defense purposes to warrant their 
maintenance and preservation. The act further stipulates that unless other- 
wise provided for by law, all vessels placed in such reserve shall be preserved 
and maintained for the purpose of national defense. 

As originally written, the Merchant Ship Sales Act of 1946 provided that reserve 
fleet vessels were not to be used for commercial operation. This provision was 
amended, however, by Public Law 591, 81st Congress, to authorize the bareboat 
charter of war-built dry-cargo vessels owned by the United States under certain 
criteria which will be discussed later. 


2. RELATIONSHIP WITH THE DEPARTMENT OF DEFENSE ON RESERVE FLEET MATTERS 


The basis for Maritime Administration-Department of Defense coordination 
on matters dealing with the national defense reserve fleet stems from coordinated 
policy determinations which were made during and subsequent to the passage of 
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the Merchant Ship Sales Act of 1946. The suitability with respect to size, com- 
position and speed of the reserve fleet for military purposes is determined jointly 
by the Maritime Administration and the Navy, based on an annual statement of 
requirements from the Joint Chiefs of Staff. In addition to listing requirements, 
the Joint Chiefs of Staff mobilization shipping guidance proivdes an official 
inventory of ships, including active, reserve, and effective control, which are 
considered to be available for mobilization purposes. All determinations with 
respect to the adequacy of the reserve fleet from a military standpoint are based 
on the Joint Chiefs of Staff annual guidance. 


(a) Consultation on scrapping 


No ships in the reserve fleet are scrapped without specific approval of the 
Department of the Navy. 


(b) Mobilization planning 


A joint operational planning group, known as the Joint Marad-Navy planning 
group, carefully analyzes all shipping availabilities, active, reserve, and effective 
control, and reports on the adequacy of shipping to meet mobilization require- 
ments from an operational standpoint. In cases where there are deficiencies 
with respect to ship types, speed requirements, and cargo handling capabilities 
these facts are made known to the Department of Defense and to the Congress. 

Phased reserve fleet activation schedules are prepared and are distributed to 
Maritime Administration and Navy regional offices for production allocation 
purposes. This latter activity is coordinated under a joint Defense-Commerce 
agreement, dated November 9, 1955, covering Navy-MarAd ship repair and con- 
version programs. 


8. SUITABILITY OF THE FLEET FOR CURRENT AND MOBILIZATION REQUIREMENTS 


(a) Present composition, age, and condition of the National Defense Reserve 
Fleet 


As of March 31, 1957, there were 2,142 ships in the National Defense Reserve 
Fleet, of which 1,934 were in laid-up status and 208 active. 

Most of the active ships were in 2 groups, 147 under bareboat charter to 
private operators under Public Law 591 and other authorities, and 47 in MSTS 
operation (6 under general agency agreement and 41 in their custody). These 
two groups constitute 93 percent of the active ships of the fleet. The remaining 
14 ships were in custody of other Government agencies and State maritime 
academies. 

Approximately 1,500 ships, or 70 percent of the overall total, and 82 percent 
of the dry-cargo segment, are Liberty ships with an average age of 14 years 
today. The rest, with very few exceptions, range in age from 12% to 16 years, 
with the concentration of 20-year age falling between 1963 and 1964. 

There are no major type oceangoing tankers in the laid-up fleet, but 29 T2 
tankers were recently withdrawn for MSTS operation. 

A point of interest with respect to the composition of the reserve fleet is that 
264 ships of the 1,934 in laid-up status are noncommercial types, including 208 
naval and military auxiliaries and 44 tugs. 

The present condition of the reserve fleet can be evaluated only in the broadest 
terms. The ships most recently overhauled or activated, a total of 959, may be 
considered to be in the best condition. These include the 208 ships now in 
operation, 142 ships of those overhauled in the emergency ship repair program, 
and 609 ships returned to lay-up since the Korean war. This last figure includes 
21 ships in temporary custody for MSTS account, for use in Arctic operations 
this coming summer, which should not be considered laid-up ships in the usual 
sense. 

At the opposite end of the scale, as of March 31, 1957, there were 27 ships 
in the laid-up fleet over 20 years of age. In order to reduce the inventory of such 
overage vessels, during the past year the Maritime Administration, after con- 
sultation with the Department of the Navy, has determined that a number of 
vessels were unsuitable for further preservation in the NDRF. The Adminis- 
tration has advertised and awarded bids for the scrapping of 17 such vessels. 
While bids have not yet been asked, agreement has been reached with the Navy 
Department for the scrapping of an additional four vessels. 

The remainder, a total of 1,156 ships, have been in lay-up, with few excep- 
tions, since shortly after the close of World War II. All practicable measures 
have been taken to preserve these ships, and in the great majority of cases 
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it is believed they could be reactivated with a normal amount of repair work. 
It is estimated that only 143 ships in this group would require major repairs 
in the process of activation. 


(b) Evaluation of reserve fleet from a mobilization standpoint 


It has been determined by the Joint MarAd-Navy planning group that there 
is a shortage of dry-cargo ships, particularly in the refrigerated and special 
cargo categories. There is also a deficiency in dry-cargo ships with respect to 
speed and in modern cargo handling equipment. Notice has been taken of the 
fact that 82 percent of the reserve fleet dry-cargo ships are of Liberty types 
and 93 percent of the dry-cargo capability becomes obsolete during 1963-66. 

There are numerical and qualitative deficiencies in the reserve fleet with re- 
spect to tankers. If certain assumptions are made, the active tanker fleet capa- 
bility could satisfy defense requirements. However, other overriding consider- 
ations dictate that a tanker reserve is required. (The assumptions and overriding 
considerations are contained in classified documents and the extent to which they 
can be discussed was covered at hearings on Public Law 574, 83d Congress, trade- 
in-and-build legislation). 

The passenger-troopship segment of the reserve fleet is deficient from a speed 
standpoint. Ninety-one percent of this capability becomes obsolete 1963-66. 


(c) Preservation methods 

The preservation methods currently employed to maintain the reserve fleet in 
dead storage condition have proved to be effective and economical. The emer- 
gency ship repair program (1955-56) demonstrated that approximately 50 per- 
cent more ships could be renovated from funds appropriated than had been esti- 
mated. 


(d) Upgrading 

The policy covering the upgrading of the reserve fleet assumes two forms. 
The first stems from the experimental program for determining the feasibility of 
upgrading Liberty ships. Results under this program have demonstrated that 
Liberty ships can be made to operate at 15-knot speeds using available off-the- 
shelf powerplants which would provide propulsion equipment supplementary to 
the normal types required for new mobilization construction. The modifying and 
reengining of a certain number of Liberty ships before and immediately after 
D-Day would greatly improve the mobilization capability of the Liberty ship 
segment of the reserve fleet. 

The second means for upgrading the reserve fleet stems from the long-range 
ship replacement program. It is proposed to retire active ships to the reserve 
fleet, thereby upgrading the lift capability assigned to the Liberty segment, to- 
gether with the scrapping of a corresponding number of marginal Libertys. 


(e) Emergency ship repair program, Public Law 608 


The emergency ship repair program had two primary objectives. First, to 
survey and make repairs necessary to up-grade the mobilization potential of im- 
portant ships in our reserve fleets which had not been surveyed since World War 
II, and secondly, to provide relief to the ship-repair industry during a critical 
period by helping to maintain a nucleus of skilled workers. As a result, the 
Emergency Ship Repair Act of 1954 was approved by the 83d Congress, second 
session, on August 20, 1954. Twelve million dollars in funds were appropriated 
by Public Law 663 on August 26, 1954, and additional funds of $6 million were 
appropriated by Public Law 121 on June 30, 1955. 

The first invitations to bid were issued on August 31, 1954 and the first con- 
tracts awarded on September 7, 1954. A total of 150 vessels, mainly naval 
auxiliaries, in the reserve fleet were handled during this program. The last ship 
was completed and returned to the reserve fleet on June 12, 1956. 

It should be noted that the original program contemplated the survey and re- 
pair of 205 ships requiring a total of $45 million. Despite the reduction of avail- 
able funds to $18 million, the 150 ships actually completed under the program 
were an increase over the number originally anticipated due to the fact that most 
of the ships withdrawn from the fleets were found to be in better condition than 
originally expected. 

(f) Tanker trade-in-and-build program, Public Law 574 

As previously indicated, the reserve fleet is inadequate with respect to a reserve 

of tankers. The trade-in-and-build program, Public Law 574, 83d Congress, pro- 


vided only 14 oceangoing tankers in exchange for the construction of 6 new fast, 
modern tankers. The factors limiting this program have already been discussed. 
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4. POLICY ON USE OF RESERVE FLEET SHIPS 


In accordance with the authority contained in existing statutes, the reserve 
fleet, far from being merely a collection of stockpiled vessels, provides a reservoir 
of useful tonnage to meet the special needs of Government agencies and to be a 
source from which vessels may be drawn to enable Government-sponsored export 
programs to be efficiently administered. 

The great majority of vessels from the reserve fleet currently being operated 
are being employed under the authority of two provisions of law: 


(a) Section 11 (a) of the Merchant Ship Sales Act of 1946 


Part of this section states that “any such [reserve fleet] vessel may be used 
for account of any agency or department of the United States during any period 
in which vessels may be requisitioned under section 902 of the Merchant Marine 
Act, 1936, as amended, * * *.”” Under the authority of this section there were 
as of March 31, 1957, 61 vessels being operated for the account of Government 
departments, including 41 vessels in the custody of the MSTS. 


(bo) Public Law 591, 81st Congress 


This legislation provides that war-built dry cargo vessels may be chartered on 
bareboat terms to citizens of the United States for services which in the opinion 
of the Federal Maritime Board are required in the public interest, are not ade- 
quately served, and for which privately owned American-flag vessels are not 
available for charter by private operators on reasonable conditions and at reas- 
onable rates for use in such service. The law provides for public hearings be- 
fore the Federal Maritime Board to insure that all parties have an opportunity 
to be heard before vessels are chartered. 

As of March 31, 1957, 139 vessels were under bareboat charter under this law 
to citizens of the United States. There are currently three types of emergency 
demand for vessels for which the existing supply of privately owned United 
States-flag ships is not adequate to provide the requisite amount of tonnage to 
meet commercial requirements. They are (i) certain liner services for which 
commercial offerings are currently exceeding the available supply of vessels on 
the route, (ii) cargo shipments, particularly agricultural commodities, moving 
under Government authorization and sponsorship, such as shipments of grain 
under title I of Public Law 480 to southeast Asia, and (iii) shipments of coal 
from east coast United States ports to northwest Europe which are now moving 
in excess of the normal capacity of the commercial privately owned fleet. 

Charters entered into under the provisions of Public Law 591 must be annually 
reviewed. Opportunity is thereby given to adjust the number of vessels bare- 
boat chartered to United States citizens in the light of changing cargo demands 
and changes in the supply of privately owned United States vessels to meet such 
demands. 


(c) Other uses of the reserve fleet 


In addition to the use of reserve fleet vessels under the provisions of law re- 
ferred to above, the reserve fleet serves a useful purpose in providing grain stor- 
age capacity to the Department of Agriculture. As of March 31, 1957, 305 Liberty 
ships in the reserve fleet held a total of 69,670,000 bushels. At one time as 
many as 428 vessels, storing 98 million bushels, were utilized in this program. 

As of Mach 31, 1957, 5 ships drawn from the reserve fleet were on loan 
to State maritime academies for training purposes and 6 vessels were being 
operated under general agency agreement for the account of Military Sea Trans- 
portation Service. Additionally, there are nine other vessels currently under the 
custody of other Government agencies. 


5. COST OF MAINTENANCE AND PRESERVATION OF THE RESERVE FLEET 


The Congress has appropriated in each of the past 3 years slightly over $7 
million for the maintenance and preservation of the reserve fleet and for fiscal 
1958 the sum approved by the House of Representatives for such purposes was 
$6,850,000. In view of the national defense value of the reserve fleet and of its 
commercial value in times of shipping stringency, it is felt that this expenditure 
is moderate. 


Mr. Mutter. Thank you very much. 
The committee will stand in recess until tomorrow at 10 o’clock. 


(Whereupon, at 12:10 p. m., the subcommittee recessed, to reconvene 
at 10 a. m., on Thursday, May 9, 1957.) 
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STUDY OF VESSEL TRANSFER, TRADE-IN, AND 
RESERVE FLEET POLICIES 


THURSDAY, MAY 9, 1957 


House or REPRESENTATIVES, 
SUBCOMMITTEE ON MeEercHANT MARINE OF THE 
CoMMITTEE ON MERCHANT MARINE AND FISHERIES, 
Washington, D.C. 

The subcommittee met at 10 a. m., pursuant to call, in room 219, 
Old House Office Building, Hon. Herbert C. Bonner (chairman) 
presiding. 

The Cuarrman. The committee will come to order. 

This morning we will continue the hearing with respect to trade-in 
and trade-out. Mr. Morse of the Maritime “Board will resume. 

Good morning, sir. 


STATEMENTS OF CLARENCE G. MORSE, MARITIME ADMINISTRATOR 
AND CHAIRMAN, FEDERAL MARITIME BOARD; AND WALTER C. 
FORD, DEPUTY MARITIME ADMINISTRATOR, DEPARTMENT OF 
COMMERCE—Resumed 


Mr. Morss. Good morning, gentlemen. 

The Cuarrman. Mr. Drewry. 

Mr. Drewry. Mr. Morse, when you concluded yesterday, I had a 
few questions which I wanted to ask you about the reserve fleet aspect 
of the questions we have beén discussing. 

Basically, the reserve fleet, as we now know it, was established under 
the Ship Sales Act of 1946. 

Mr. Morse. That is correct. 

Mr. Drewry. That was established when we had a tremendous 
number of war-built ships, and provision was made for the sale of 
ships under certain conditions and those that were left after sales 
authority was terminated were to be put into a national-defense re- 
serve fleet to be retained for the purpose of national defense unless 
otherwise provided by law and with the exception of those which 
might at that time be surveyed out as being unnecessary for defense 
purposes. 

Mr. Morse. Yes, that is correct. 

Mr. Drewry. What procedure was established pursuant to that act 
for the continued maintenance of the fleet, not from a preservation 
standpoint, but from a standpoint of what types should be retained 
and as to provisions for continuing review of usefulness? 

Mr. Morse. We have a w orking party with the Navy and receive 
the advices from the Navy as to the types of ships and the identity of 
the ships that should be retained in the reserve fleet. 
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Mr. Drewry. In your working agreement with the Navy, the re- 
serve fleet is considered along with the active fleet in mobilization 
planning? 

Mr. Morse. Certainly. 

Mr. Drewry. The total of the present number of ships in the fleet 
is a little over 2,000, I believe you said yesterday. 

Mr. Morse. Yes, sir. There are actually 1,934 at the present time, 
but out of the reserve fleet there are in the neighborhood of two-hun- 
dred-odd that are out on charter or otherwise available to other Gov- 
ernment agencies, so that the aggregate number is in excess of 2,000. 

Mr. Drewry. They are part of the reserve fleet even though they may 
be in active operation on a temporary arrangement ? 

Mr. Morss. That is correct. 

Mr. Drewry. It has been 10 years since the fleets were established, 
approximately, and, as I understand it, they are made up for the 
most part of Liberty ships, which are of a more or less obsolete type. 
What steps have been taken during these past 10 years to remove ships 
from the fleets for disposal as a part of a policy of retaining only that 
which continues to be of mobilization use or value? 

Mr. Morsz. In conjunction with the Navy, we review the context of 
the fleet and the Navy concurs where they agree as to specific ships 
that should be scrapped. Within recent ial for example, there 
have been 17 that have been released for sale for scrap purposes 
and an additional 4 that are under consideration right now. 

Mr. Drewry. Were they overage or damaged ? 

Mr. Morse. Most of those, as I recall, were overage vessels. There 
were a few that were badly damaged and the cost of reconditioning 
did not justify their retention. 

Mr. Drewry. How many have been scrapped since the fleet was first 
established? Putting it another way, could you furnish us with a 
tabulation showing the vessels and the times of scrapping for the 
record ? 

Mr. Morse. We will do that. 

(The information referred to follows: = 


Ships sold for scrap reserve fleets, October 1945 to May 1957—Breakdown 
by types 


Cargo ships____-- ssieieaiee eotiaichccualgesetaate Daiatinia bap aeipiaetibenaaah tient extecetkrameenciiceasso dees gana eeie ortaara 149 
I ee kant cts a ch dshal abegsthch ane ale detalles esd legate sn ins Uh eign pesky em ie str as 91 
InN a Sa co huhd dh cniecdssetalereis bids td ensebbdecenaasl bean cb alinbdibideocttch 19 
I cielacekeht btetiectehhtnbbelnrd eit a aw henge peene ama tlorttlenetenl 13 
a alee ln eee mcenaminaieioedtieiatintnie 16 
i ec secant Seep memiemaniaeoi ear aTonte 4 
I la ea ath cect escarole iesieieven coke getaindt eineciaretossanas 13 
ND Se Lee a Be Oe 48 


The above miscellaneous category includes passenger reefer ships, training 
ships, ferryboats, naval auxiliaries, repair ships, a gunboat, etc. 

The total return from the sale of the 353 ships was $18,305,614.88. 

Twenty-seven of the above 353 ships were war-built ships damaged or other- 
wise in such condition that maintenance, preservation and repairs were not 
warranted. Three hundred and twenty-six were overage ships. 


Mr. Drewry. When you say that they determine what is needed for 
retention for national-defense purposes, what purposes does that em- 
brace? Is it the purpose as vessels for carrying cargo or for sta- 
tionary use? 
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Mr. Morse. I would rather have you ask the Navy that question, 
but I would assume any use in which the vessel could be used in a 
mobilization effort. 

Mr. Drewry. So that it would not make any difference whether it 
was to be used as a warehouse or barracks or anything else? 

Mr. Morse. Admiral Ford could answer that better than I. 

Mr. Forp. I think that until the last 2 years there has been a desire 
on the part of the Navy to keep everything in the reserve fleet that 
would float and use it on mobilization as a warehouse or for some such 
purpose, but during the last 2 years this policy has changed so that now 
I believe the ships are being retained primarily as ships. This 
has resulted in the cleaning out of some of the very obsolete ships. 
The 17 that were sold last year were primarily old passenger ships 
that were being retained on the basis that they might serve as barracks 
ships. They have now been disposed of. 

Mr. Drewry. One or two of them were actually sitting on the bot- 
tom, were they not ¢ 

Mr. Forp. That had very little to do with it. They were sitting on 
the bottom because there was not enough water for them. 

Mr. Drewry. You said everything that would float. 

Have you ever disposed of any Liberty ships for scrap since the 
fleets were established ? 

Mr. Morse. We have disposed of a few. 

Mr. Drewry. For what reasons? 

Mr. Morse. Because the cost of reconditioning did not justify their 
retention. 

Mr. Drewry. Do you periodically make or have you made a com- 
plete survey of the condition of the ships presently in the fleet? 

Mr. Morse. We continually survey the ships. We have a crew over 
at Maritime that does that job. It goes around to each of the reserve 
fleets and inspects the ships, but, as far as putting the vessels on dry 
dock and things of that sort, we do not do that. We examine the logs 
of the vessels and we know pretty well what their bottom condition 
is before they come in, at the time they are put in the laid-up fleet. 
Also there was that repair program which was enacted in 1955, I 
think it was, under which we got $18 million to recondition some of 
the reserve fleet. 

Mr. Drewry. How badly damaged must a hip be to be a candidate 
for scrapping? Do you have any criteria on that? 

Mr. Morse. That, I think, can be better answered by the Navy. 
You take two Liberty ships. One is just an ordinary Liberty and an- 
other may be a Liberty on which a substantial amount of money has 
been spent for special equipment aboard the vessel. The first one 
might be scrapped with the identical degree of damage and the second 
might not be scrapped. I cannot give you the answer of what the 
criteria are. I personally do not know. 

Mr. Drewry. Your statement yesterday on the reserve fleet, I think, 
mentioned some over 900 vessels that were in the best condition because 
they had been reactivated once or more since they were first put in the 
fleet, with a balance of about 1,150 ships that had never been touched 
since they had been placed in the fleet. By “touched,” I do not mean 
that preservation has not been put on, but they have not been taken 
out or evidently resurveyed in that time. 
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Mr. Morse. We have surveyed all of those 1,100 ships. By that I 
mean that we have made inspections aboard to see what their condi- 
tion is and we know generally what their bottom condition is by ex- 
amination of the logs of those vessels. 

Mr. Drewry. What I am getting at is whether or not there should 
be any reconsideration given to the retention of vessels in the fleet 
in view of the changes that might have occurred to the vessels them- 
selves by way of condition or to ) mobilization planning in the 10 years 
since they were first put in there. 

Mr. Morse. I am sure reconsideration should be given and I believe 
the Navy is giving reconsideration to that factor; but fundamentally 
the retention or nonretention of these vessels is the ultimate determina- 
tion of the Navy and perhaps some of your questions should be directed 
more to them than to me. 

Mr. Drewry. They will follow you. 

What is the present status of the preservation program? Are all 
of the vessels in the fleet under full preservation ? 

Mr. Morse. All of the vessels in the fleet are being preserved, not 
only engine maintenance and winches and other gear, but also the 
cathodic system for the hull. 

Mr. Drewry. It is full preservation ? 

Mr. Morsr. It is full preservation. By that I do not mean that the 
ship can be immediately operated, but they are being preserved. 

Mr. Drewry. There are none that are receiving less treatment than 
others. 

Mr. Morse. No. We give all of them the same standard treatment. 

Mr. Drewry. In your statement on the transfer aspect you men- 
tioned one thing under the heading of General Policy Considerations 
under the question of whether the vessel sought to be transferred is 

required in aid of national defense. Under that it is stated: 

If a particular vessel is of such importance to our military requirements that 
it might serve as a defense auxiliary in time of emergency and the Navy so ad- 
vises, no transfer would be allowed. 

Then the statement goes on: 

However, there may be instances where transfer to friendly nations for the 
purpose of strengthening their defenses against attack by an aggressor nation 
might under current world conditions be of direct aid to our defense requirements. 

That was mentioned in your statement relating to the transfer-and- 
build program, so-called. I did not quite see how that was involved in 
that, and I wondered if this was an expression of policy relating to 
the departmental position if ships were to be transferred from “the 
reserve fleet to a friendly foreign nation. Of course, you would have 
to have legislation. 

Mr. Morse. You would have to have legislation for that and the 
memorandum that you were referring to dealt with another aspect, the 
transfer of privately owned vessels. 

Mr. Drewry. So that what you meant in that case was that, even 
though the Navy said that the ship might be useful for national de- 
fense, that if you found that the transfer would be of help to the 
friendly foreign nation to whose flag it was transferred, you would 
approve it for transfer. 

Mr. Morse. No, Mr. Drewry. I did not suggest that I individually 
would approve a transfer of a vessel which would be suitable for mili- 

tary auxiliary use without first obtaining the concurrence of the Navy 
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and certainly the State Department and other interested Government 
agencies. 

“Mr. Drewry. There would be a balaricing then of the factors that 
would guide you in that case. 

Mr. Morse. Surely. 

Mr. Drewry. There have been several instances in the recent past 
where the Congress has enacted legislation permitting transfer or sale 
of vessels for foreign flag, and a number of other bills that have been 
proposed. ‘There are some currently in this session. Do you, in con- 
junction with the Department of Defense, have any criteria for deter- 
mining whether such transfers would be, in your judgment, in the best 
interests of the national defense # 

Mr. Morse. My recollection is that on the previous bills that were 
approved by the Congress, we checked out with the Navy to ascertain 
their views as to the requirement of retaining those C1-MAV-1’s 
under American flag, and also, as I recall, we ‘checked out with the 
State Department on their views and then expressed our views through 
the normal routine through the Department of Commerce and the 
Bureau of the Budget before our views were submitted to the Congress. 
Now, on the pending bills that have been introduced in this session, we 
will follow the same procedure but up to the moment we have not yet 
checked with the Navy or the State Department to ascertain their 
views on the transfer of not only Libertys but other types of vessels. 

Mr. Drewry. Therefore, as to whether those Cl1-MAV-1’s should 
have been transferred, you were merely custodian of the fleet and, if 
it was all right with the Department of Defense, it was your job to go 
ahead and transfer them. 

Mr. Morse. No; I would not say that at all, Mr. Drewry. You are 
suggesting that we are acting merely in an administrative capacity. 

Mr. Drewry. What is your function ? 

Mr. Morse. We have to exercise our own discretion as to whether it 
was advantageous or disadvantageous from our point of view to ap- 
prove or disappr ove those transfers, and our approach is primarily on 
the commercial aspects. We look to the Navy for the defense aspects. 

Mr. Drewry. In your transfer policy as to ships which are in Se 
operation, you do have certain criteria for granting approval there ¢ 
to what types of ships, and in some cases, age. 

Mr. Morse. We do have. 

Mr. Drewry. I believe you draw the line between an AP-2 and an 
AP-3, for instance. 

Mr. Morse. That is right, and even on the AP-2’s in each instance 
we check out with the Navy on the specific vessel to find out from them 
whether they are agreeable or not to the transfer of the vessel, and I 
would assume that the N Yavy, in part, considers w hat the replacement 
vessel will be before they give their affirmative approval on the thing. 

Mr. Drewry. You mentioned in your statement that there were 
certain policies, either in being or in development, for upgrading 
the reserve fleet. One was the question of upgrading through recon- 
ditioning, and you mentioned what, up to now at least, has been an 
experimental program for repowering. Is there a program to up- 
grade any quantity of the ships presently in the reserve fleet through 
repowering ? 

Mr. Morse. We know pretty well what we can do in improving 
the speed of these Liberty ships as a result of the reengining experi- 
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ments which we have made. Now, we do not have funds which would 
enable us to speed up any substantial number of these vessels, either 
this year or in subsequent years. We are having discussions with the 
Navy on the desirability of such an upgrading program, but nothing 
final has yet been agreed upon. 

Mr. Drewry. So, in view of that indeterminate state of the dis- 
cussions with the Navy, you would not be able to say whether you 
would be disposed to recommend that there be any number of ships 
upgraded in that manner ¢ 

Mr. Morse. We cannot state at this time that there will be con- 
currence in the upgrading program as to number of quantity or quality. 

Mr. Drewry. You used the term, referring to the upgrading through 
the experimental program or the feasibility of upgrading, in this 
way. Yousay: 

Results of this program have demonstrated that Liberty ships can be made 
to operate at 15-knot speeds, using available off-the-shelf powerplants which 
would provide propulsion equipment supplementary to normal types required 
for new mobilization construction. 

Is that “off the shelf” not a somewhat optimistic term? The re- 
powering was with steam turbine, gas turbine, free piston, and diesel, 
and my recollection of the problems we had with merchant-ship pro- 
pulsion in the last war was that, in the steam-turbine field and the 
diesel field, there was not anything off the shelf about it. There was 
a constant fight between Maritime and the Navy to see who was going 
to get what there was. 

Mr. Morse. Mr. Drewry, you are merely picking out a phrase we 
used, Perhaps that was an inept phrase. We were using the “off the 
shelf” as identifying the standard C-2 steam plant or the standard 
C-2 diesel plants, and distinguishing those from the gas turbines and 
the other more experimental types of engine installation. 

Mr. Drewry. I admit I was picking on the term. I think it needs 
a little clarification, because, even in the standard turbine and standard 
diesels, it is news to me that they are that readily available. That is 
why I inquired whether there were plans to reengine 2 certain number 
of these or any other type of ships in advance of actual requirement. 

Mr. Morse. There is no stockpile within our control anyway of 
these standard steam plants or the diesels, and we do not have funds 
in hand to go ahead with stockpiling those plants. We were merely 
distinguishing between the existing standard plants and the experi- 
mental plants in that phrase. 

Mr. Drewry. In your planning in regard to the reserve fleet, have 
you worked out a program on mobilization for allocation of ships to 
various repair yards and coordinated that with the Navy? 

Mr. Morse. Yes; we have a mobilization plan of that character. 

Mr. Drewry. You have a plan that would take that. into account. 
When the replacement program of the dry-cargo ships begins to move, 
what is your plan in relation to the reserve fleet there? Will the 
acquisition of the new ships—and by “new ships” I mean the traded-in 
ships, the C-2’s and C-3’s—result in a scrapping procedure for other 
ships that are presently in the fleet ? 

Mr. Morsr. I am sure that the final determinations have not been 
made on that, but Iam sure that the Navy and ourselves would discuss 
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the desirability of releasing some of the older, hess desirable vessels as 
the more improved types or r better types come into the fleet. 

Mr. Drewry. Is the reserve-fleet policy based on retaining what we 
have, or is it based on some ideal determination of what we ought to 
have? 

Mr. Morse. It is based on the mobilization-base requirements. We 
have a deficiency in dry-cargo vessels and we have a deficiency in pas- 
senger vessels. We have a deficiency in reefers and some deficiency in 
tankers, and the retention of particular vessels in the reserve fleet is 
based on that mobilization requirement. 

Mr. Drewry. If everything is needed that is in there at the present 
time, then there should not be any taken out until you meet this 
mobilization requirement; is that correct ? 

Mr. Morse. I do not necessarily agree with you. Most everything 
we do in life is a matter of compromise. We have to try and operate 
this reserve fleet on a sound basis, taking into consideration the cost of 
retaining the vessels, the cost of activating the vessels as compared with 
the need of retaining all vessels. 

Mr. Drewry. Is there a determination as to just what type of 
reserve fleet we should have? In your table submitted yesterday, in 
the chart you showed the breakdown by categories. Is that a balanced 
reserve fleet, or is there any such thing as a balanced or ideal reserve 
fleet ? 

Mr. Morse. If we had all the funds we wanted to spend, we would 
not have a fleet of this composition. 

Mr. Drewry. I have just one further question. When you deter- 
mine to scrap, does your planning include consideration of the best 
time to do it from a market standpoint, as to when the scrap market is 
at its best 4 

Mr. Morse. We endeavor to exercise sound business judgment as we 
put vessels out for scrapping bids. I think the Navy is not interested 
in that phase of the matter. We control it within Maritime. For 
example, when there were 17 ships released for ser: apping, we did not 
put all 17 on the market at one time. We put 3 or 4 on the market and 
sold those and then, as there was a demand for scrap, we put additional 
vessels on. 

Mr. Drewry. That is all, Mr. Chairman. 

The Cuatrman. I was interested in the statement which you just 
made. You said there is a deficiency in all classes of vessels and some 
deficiency in the tanker class. 

Mr. Morss. Yes, sir. 

The Cuarrman. Now, is the replacement of the tanker fleet given 
a higher priority than the replacement of the dry cargo vessels and 
other types of vessels ? 

Mr. Morse. No. 

The CHarrman. Some time ago I asked that you furnish a state- 
ment here giving us the dollar value of the trade- outs to the recipients 
and compared to the construction subsidy. I asked counsel if we re- 
ceived it. I have not seen it. Do you remember that, when we were 
discussing that, I asked for that statement ? 

Mr. Morse. I recall that, Mr. Bonner. I had not realized that it 
was not submitted. 

The Cuarrman. It is a question in my mind as to who is getting 
the best end of the bargain in respect to trade-outs and subsidies. 
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Mr. Morsr. May I suggest, Mr. Bonner, that for vessels that are 
entitled to construction subsidy they are also able to get trade-out 
if they apply for it; or they get trade-in. 

The Cratrman. In this speed business, is the tanker program for 
16 to 1714 knots vessels established ? That is established, is it not? 
Mr. Morsr. We have advices from the Navy that they desire to have 
tankers built anywhere from 16-knot speed upward. On the pri- 
vately built vessels on which the Government does not participate by 

way of construction subsidy, there is no requirement. 

The Cuarrman. There is no construction subsidy on these tankers? 

Mr. Morse. No, there is not. 

The Cuarrman. Instead of that, trade-out is permitted with respect 
to these tankers? 

Mr. Morse. Yes, sir. 

The Cuatrman. We have not determined yet whether that is more 
desirable than the construction subsidy, or 1s more profitable to the 
builder of the new vessel, whether it is dry cargo or tanker. 

Mr. Morss. I again repeat that, if the tanker owner applied for 
construction subsidy, while we have not granted it heretofore, we 
would seriously consider giving him construction subsidy, if he asked 
for it. 

The Cuarrman. There is quite a discussion as to which is the most 
beneficial. 

Mr. Morse. But we would also give him a trade-out or trade-in. 

The CHatrman. You would not give him a trade-out and a subsidy ? 

Mr. Morse. We do that on dry-c argo vessels and would do so on 
tankers if we concluded it was desirable to provide construction sub- 
sidy for tankers. 

The Cuarrman. I notice in this news item this morning, that the 
Office of Defense Mobilization has approved fast tax amortization for 
the construction of 99 oceangoing tankers out of a total of 100. Do 
you know anything about that arrangement ? 

Mr. Morse. Yes, sir. That is part of our program. 

The Cuartrman. Is that, then, giving a preference to the tanker pro- 
gram over the dry-cargo program or other type programs? 

Mr. Morse. Yes. There was no goal for vessels other than roll-on- 
roll-off, as I recall, it was only for roll-on-roll-off and tankers. 

The CuarrMan, That is the reason I asked in the beginning whether 
the tanker program had a higher priority than the balance of the fleet. 

Mr. Morse. It did at the time the program was established. 

The CuatrmMan. But this amortization has just been announced. 

Mr. Morse. This is just the tag end of the program. 

The CHarrMan, Yes. 

Mr. Morse. They approved a goal for 100 tankers and they have 
now approved 99 for fast tax amortization. 

The Crarrman. That is right. Do any other ships get that tax 
amortization ? 

Mr. Morse. The roll-on-roll-off type vessels. 

The Cuarrman. Where we are so anxious to replace the dry-cargo 
fleet they do not enjoy any such privileges as that, do they 

Mr. Morse. We are able, in the liner service trades, to get replace- 
ment vessels built without a fast tax writeoff. 

The CuHatrman, When we add up the trade-out with respect to tank- 
ers and this amortization, does that not make a more attractive pro- 
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gram for the tanker operator than it does for the dry cargo operator ? 

Mr. Morse. No, Mr. Bonner. 

The CuarrMan. I am asking you. 

Mr. Morse. No, I do not think so. I think the dry-cargo owner has 
a better deal than the tanker owner because we provide construction 
subsidy plus trade-out or trade-in for the dry-cargo owner. For a 
tanker we are only providing trade-out or trade-in plus the tax amor- 
tization. 

The CuarrMan. All of this was the reason that I wanted to get some 
statement from your Board or you as to which is the better program, 
this trade-out program or the subsidy program. 

The Cuarrman. All of this stems from our hearing on the Onassis 
deal, and from the testimony given there, it would | appear that in 
the end, unless we could see actual figures, that they get a mighty 
splendid deal that some other American-flag operators have not re- 
ceived. That is the reason I asked for this breakdown of your esti- 
mate and a substantiating statement as to what it actually showed 
in the end. 

Mr. Morse. There are two major aspects of this question. One 
is the benefits given at the time, either on a trade-out or trade-in or 
construction subsidy. Now, there is no question in my mind that we 
are providing more when we give a construction subsidy plus a trade- 
out or a trade-in for a dry-cargo vessel than is given on a trade-out 
for tanker construction without construction subsidy. There is no 
question in my mind about that. 

The Cuatrman. In what instances have you given a trade-out and 
a construction subsidy for a dry-cargo American-flag operation ? 

Mr. Morse. We have not heretofore, but we h: ave 2 or 3 pending at 
the present moment which we have approved in principle. 

The CnHarrman, But these tanker operations have already been 
approved. 

Mr. Morse. That is correct. 

The Cuarrman. All of these benefits have been approved and now 
are ready for them to take, whereas that is not the case for any 
American-flag dry-cargo operator. 

Mr. Morse. We have met with the Central Gulf people within the 
last week and with the Clover people within the last week, who want 
to build this 26,000-ton bulk carrier. We have told them we will 
give them trade-outs. We have told them we will give them construc- 
tion subsidy on their new buiding. 

The Cuatrman. And they get the tax amortization also. 

Mr. Morsg. No, there is no goal for tax amortization on this type 
of vessel. 

The Cuarrman. Who gets this tax amortization ? 

Mr. Morse. That was made available only to tankers for 100 tank- 
ers and for a number of roll-on-roll-off vessels. 

The CuatrMan. Just whoisthat? What operators arethey? There 
must have been a program. 

Mr. Morsr. There have been no roll-on-roll-off vessels built, to the 
best of my knowledge. As to the identity of the American-flag tanker 
owners who got the tax amortization, I will be pleased to supply it 
for the ree ord if you wish it, but there have been 99 of those issued. 

The CHatrMan. Sir? 
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Mr. Morse. There have been 99 of those fast tax writeoffs issued. 

The CuatrmMan. They are just announcing it today. That means 
that they have just agreed to write it off. 

Mr. Morsr. Oh, no, Mr. Bonner. This is the aggregate that have 
been issued over the last 2 or 3 years. 

The Cuarrman. I want to get on the record just what it is. 

Mr. Morse. There was a deal of 100 and that goal has now been 
reached. 

(The information is as follows:) 


Certificates of necessity authorizing accelerated depreciation of oceangoing 
tankers under expansion goal No. 27 


TA Date certified Name of company Number | Estimated | Percent (Deadweight 
No. o {tankers cost certified tonnage 












Feb 1, 1951 Gulf Oil Corp 1 $4, O50, 000 60 17. 700 

Feb, 1,1952 | Sinclair Refining Co 2 | 12, 500, 000 60 1 25, 000 

Feb 4.1952 The ‘Texas Co $ | 22 341, 000 60 18, O75 

Apr. 18,1952 _ Colonial Steamship Corp 2 | 13,000, 000 4() 1 20, 250 

Apr. 21,1952 | Sun Oil Co 2 15, 000, 000 60 1 30. 000 

May 45,1992 | Standard Oil Co., California I 5, 250, 000 60 16, 600 

Nov. 20,1952 | Jupiter Steamship Corp 2 | 14,000, 000 1) 29, 250 

Aug. 12,1952 | Keystone Tankship Corp l 6, 252, 000 30 17, 800 

Aug. 7,1953 | Broad Tankers Corp l 6, 465, 000 30 27, 000 

Oct. 27, 1953 Western Hemisnhere C 2 12, 400,000 45 16, 000 

28026 | June 23,1954 | Eastern Tankship Corp l 7, 250, 000 15 2, 7H) 
29440 | June 9,1955 | The Texas Co 1 6, 865, 000 60 18, SO 
31593 Dec 6, 1956 Paragon Oi] Co., Ine l » 500, 000 4() 2, 650 
De 11,1956 | J. M. Carras, Inc ] 12, 955, 000 10 416, 000 

Ja 18,1957 | Albatross Tanker Corp 1 | 10,000, 000 1) 32, 650) 

Jan. 25,1957 | Sun Oil Co 3 | 45,000, 000 60 1 47.750 

Feb. 6,1957 | Esso Shippine Co 5) 67.509. 000 “) 44.090 

Feb. 14,1957 | Nautilus Petroleum Carriers Corp I 11, 500, 000 10) 32, 650 

..do Nautilus Oil Carrier Corp 1 | 11,500,000 40 32, 650 

do National Transport Corp l 18, 090, ON 1) 69. 000 

Feb. 26,1957 | Colonial Tankers Corp i 18, 240, 000 ) 67, 000 

do The Skouras Lines, Ine 2 25,000, 000 40) $2, 300 

Mar. 14, 1957 | Socony Mobil Oil Co., Ine 2 19, 391, 000 10) 1 30, 000 

do do l 8, 443, 000 1) 29, 000 

Mar. 20, 1957 rankers & Tramps Corp 1 10, 600, 000 40) 35, 000 

do Petrol Transportation, Ine l 9, 550, 000 ) 32, 650 

do Transeastern Shipping Corp 1 | 13, 450, 000 10 46, 000 

Mar. 26, 1957 | Isbrandtsen Co., Ine ] 10, 800, 000 10) 32. 650 

do ..| Seatrade Corp. 1 | 13, 400, 000 41) 45, 500 

do Sea Transport Corp 2 | 24, 000, 000 4) 32, 300 

) Apr. 2,1957 | Ocean Transportation Co., Inc l 11, 400, 000 4() 35, 000 
32361 do American Eagle Tanker Corp ] 9, 250, 000 1) 32, 650 
32402 | Apr. 10,1957 Terminal] Transport Corp l 9, 000, 000 10) 26, 000 
32403 do Eagle Carriers, Ine 1 1, 000, 000 1) 26, OOO 
32274 do Isbrandtsen Co9., Inc 1 | 10,800, 000 4) 32, 650 
32412 do Peninsular Navigation Corp 1 | 13,000, 000 4() 32, 300 
32235 | May 10,1957 | National Carriers Corp 1 | 18,000, 000 40 60, 000 
32469 do Commerce Tankers Corp l 8, 000, 000 410) 20, 700 
46, 000 

32488 do Victory Carriers, Inc 3 | 51,300, 000 40) 46, OOO 
106, 500 


1 Each, 

NOTES 

1. In addition to the above, 2 certificates were issued and canceled at the request of the certificate holders, 
and 1 certificate expired without construction having been started. 

2. Basis of percent certified: 60 percent maximum established by ODM; reduction to 40 percent in cases 
involving trade-outs; intermediate and lower percentages in special circumstances such as long-term 
charters running beyond the 5-year period of accelerated depreciation. 

3. In addition to the 58 tankers certified, 42 tankers were built or are now on order without requests for 
certification. The total of 100 tankers, all built in the United States for documentation under the United 
States flag, comprise the total objective of expansion goal No. 27, tankers, oceangoing. 


Source: Program Planning Office, Maritime Administration. 


The Cnatrman. In that statement for which I asked, please sum up 
all of these benefits. I want to see a table that substantiates itself with 
respect to who is getting the better bargain here, the tanker operator 
getting these things which we have enumerated, or the operators of 
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American-flag vessels who are endeavoring to replace their fleets. We 
make ourselves clear, do we not? 

Mr. Morse. Yes. I understand. I am sorry we have not supplied 
that information before now. I will check on it as soon as I return to 
the oflice. 

The Cuarrman. I have not seen it. That is the reason I brought it 
up in this hearing this morning. 

Mr. Tollefson. 

Mr. Totierson. Mr. Morse, where are these 99 tankers to be built ? 

Mr. Morse. In United States yz ards. 

Mr. Toiierson. I have trouble enough with my own finances. I do 
not quite fully understand this fast tax writeoff. Can you tell me 
whether or not the Government loses any money on a fast tax writeolf 
over the long run. 

Mr. Morse. I am not a tax expert, but it is my view that over the 
life of the ship the Government does not lose a nickel. Assuming the 
tax rates remain at the same level over the life of the ship, the Govern- 
ment will collect the same amount of tax dollars that it would if there 
were no fast tax writeoff. What it amounts to, I believe, is indirectly 
a loan, if you want to call it a loan, of the amount of taxes that would 
otherwise be collected during the first 5-year period without any inter- 
est being charged on that sum which is not collected by way of taxes. 
That is the benefit to the owner. 

Mr. 'Totierson. In a sense, the builder depreciates his vessel more 
rapidly than would be normally the case. 

Mr. Morse. ‘That is correct. 

Mr. Totierson. That is, by not having to pay taxes in the first 5 
years, he has the tax money , the additional money, with which to build 
the ship. 

Mr. Morse. Correct; or for use for repayments of loans and things 
of that sort. 

The Cuatrman. Will you yield? 

Mr. Totuerson. Yes. 

The Cuarrman. Does that apply to the particular vessel or the over- 
all operation in amortizing the tax in this fiscal year? The answer 
was offered here, I understood, about the particular vessel, but it would 
apply to the fleet in amortizing the tax on the overall oper ation, would 
it not ¢ 

Mr. Morse. It is given for a specific vessel. If the operator has only 
1 vessel there is no ‘problem, obviously, but if he has more than 1 ves- 
sel, again I am no tax expert, but the fast tax writeoff would only 
apply. against the specific vessel. 

The Crarmman. It would apply against the capital investment of 
the overall operation, would it not ¢ 

Mr. Morse. The net effect would be to reduce his taxes. 

The CuHatrman,. On the overall operation ? 

Mr. Morse. Yes; that is true, of course. 

The Ciratrman. Let us apply it to another industry, the grain in- 
dustry. An operator of several granaries, if he could ‘build another 
granary and amortize it, would get a writeoff on his overall operation. 
The amortization on that one granary would be taken on the whole tax 
structure of the fiscal year in which the granary was being amortized. 
Does that not apply to this ship operation 1 also? 
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Mr. Morse. Assuming he has a single tax return listing more than 
one vessel, then the effect is to reduce his aggregate taxes. 

The Cuarrman. That is right. That is why rapid amortization is 
so attractive in a prosperous year. If he slipped back into another type 


of year it would not be advantageous, but right now it has been very 
attractive. 


Mr. Morsg. That is correct. 

The Cuatrman. That is the reason I say these aggregate things 
here at the present time may be more attractive than the total other 
privileges that are granted. 

Mr. Morse. Not substantially, Mr. Bonner, because most of our 
certifications for fast tax writeoff are at the rate of 40 percent during 
the first 5 years. Now, normal tax writeoff would be 25 percent during 
the first 5 years, so that there is only a 15 percent Kat 

The Cuairman. Do you mean that this amortization is different 
from other amortizations in different types of businesses ? 

Mr. Morse. There are fast tax writeoffs given in all types of indus- 
tries which have an immediate national defense aspect, so that the same 
principle applies to all of those tax writeoffs. 

The CHarrMan. But in the case of this operator, say, that had 5 
tankers or 10 tankers, this amortization on whatever he builds under 
this privilege would cover the operation for the fiscal year. 

Mr. Morse. Yes, sir. 

The Cuatrman. That is all. 

Mr. Morse. But what I want to say is that the tax writeoff cer- 
tificate benefit is not nearly as great, in my opinion, as some people 
think it is because, as I indicated, we approve certificates for 40 per- 
cent writeoff during the first 5 years where there is a transfer-out 
privilege granted as opposed to a minimum that he would get nor- 
mally at 25 percent. Now, there are other types of depreciation that 
are permissible under the tax law which would enable him to get a 
tax writeoff normally which would be in excess of 25 percent. 

The Cuarrman. Mr. Tollefson. 

Mr. Totterson. Coming back to that same subject now, of quick 
tax writeoffs, as I understand it, the quick tax writeoff applies to the 
specific ship, but the total effect of it would be a reduced amount of 
taxes on the whole operation. In other words, if he owned 9 ships 
and then he gets a tax writeoff on 1, the fact that he has the fast tax 
writeoff on the one reduces the amount of taxes that he will pay on the 
whole 10 ships. If he did not have the fast tax writeotf on the one 
ship, he would pay more taxes, is that right 

Mr. Morse. That is correct. 

Mr. Totierson. So that your statement in response to another ques- 
tion I asked, does the Government lose any money over the long haul 
over the life of the ship, would still apply whether he owns 1 ship 
or 10? 

Mr. Morse. Yes, sir. 

The Cramman. I do not agree with that. That depends on what 
the economic condition would be after the 5-year period of amortiza- 
tion. I want you to correct me if Iam wrong. 

Mr. Morse. Certainly. I am assuming, of course, that the tax rate 
will remain constant. 
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The Cuatrman. There will not be any tax unless you get the income. 

Mr. Morss. I am assuming that over a period of 20 years the ups 
and downs of the business cycle will average out. 

The Cuarrman. I am not going to belabor it. 

Mr. Morse. It is a speculation whether it would or would not, Mr. 
Bonner. Some people want this fast tax writeoff and others do not. 

Mr. 'Tot.erson. It is a 5-year period. 

Mr. Morse. Yes, sir. 

Mr. Totierson. Suppose that at the end of 5 years business im- 
proves and tax rates go up. Then the Government would benefit, 
would it not ? 

Mr. Morse. Yes, sir, dollarwise; in tax income, yes. 

Mr. Touierson. The tax writeoffs are an inducement to build, are 
they not ? 

Mr. Morse. Correct. It is an assist in the financing. 

Mr. Totterson. That was the word I was going to use. It is an 
assistance in the financing of new ship construction similar to a sub- 
sidy. A subsidy is an assistance too, is it not? 

Mr. Morse. Yes, sir. 

Mr. Totierson. And it is an inducement. 

Mr. Morse. That is correct. 

Mr. 'Totterson. Do you have any trouble getting construction op- 
eration subsidy appropriations ? 

Mr. Morse. We have some difficulty. We have had some difficulty 
this year, but we are still hopeful. 

Mr. TotLerson. On some other questions now, you make reference 
constantly to dealing with the Navy. Now, your contact and coopera- 
tion with the Navy is a constant and continuing one ? 

Mr. Morse. That is correct. 

Mr. TotteFson. Their interest is a real one. 

Mr. Morse. Oh, certainly. They have a very direct interest in 
this problem. 

Mr. Totierson. Has the Navy ever transferred any ships foreign? 

Mr. Morse. I cannot answer that. I have no personal knowledge 
one way or the other, but Admiral Ford tells me that they have trans- 
ferred warships. 

The CHarrman. I think this should go on the record, and it is not 
with the spirit of criticism. It is not solely the fault of the Maritime 
Administration, because the Maritime Administration has had some 
problems with the Navy with respect to speeds which it is hard for me 
to understand, but if the applicants for replacements had had their 
applications handled more expeditiously, and we had culminated, 
finalized the applications for replacement, your moneys which are 
now credited to your Department for subsidy programs would have 
been expended and the Appropriations Committee would have put 
some additional money in this year. 

Mr. Morse. I think there is no question but that, had we been able 
to obligate the funds we had in hand, we would have received money 
this year. 

The CuatrmMan. That is the reason you did not get some additional 
money from appropriations this year. 

Mr. Morse. I think that is a major reason. 
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The Cuamman. It is unfortunate that we did not finalize these 
programs and we could now be into other programs. 

Mr. Morsz. I agree completely with you, Mr. Bonner. 

Mr. Touterson. I had no reference to this year’s appropriation at 
all. I agree with both you and the chairman that a different picture 
would have been presented if you did not have this carryover. I had 
no reference to that at all. I had reference to the experiences of the 
10 past years when it has been extremely difficult to get Congress to 
appropriate adequate construction subsidy money. It is not an easy 
matter to get that money from Congress, nor is it easy to get operat- 
ing subsidy money, is it ? 

Mr. Morse. I can only speak from my own experience. I have had 
up to this immediate session excellent treatment whenever I have had 
to appear before the Appropriations Committee. 

The Cuatrman. Under this fever to reduce the budget that is going 
on around the country it is a little difficult to get any money put in 
the program. 

Mr. Morsr. I hope this is a special session this year, Mr. Bonner. 

Mr. Totierson. I am not a tax expert and do not puse to be. I have 
trouble with my own income tax every year. However, it would seem 
to me that there is some merit in the fast tax writeoffs if it gets some 
tanker construction or dry-cargo construction for that matter, although 
you say that the dry-cargo people have not had fast tax writeoffs as 
far as you know. 

Mr. Morsr. The matter was considered by ODM and my recollec- 
tion is that they planned to release a goal for dry cargo construction 
but it was never released. In view of the comments I have seen in 
newspapers about opposition to fast tax writeoffs, I think it is im- 
probable that we would be able to have it issued. 

The Cuarrman. That is the reason I brought this up. I was won- 
dering whether there was more influence from the oil transporting peo- 
ple with ODM than there was from people that were in normal com- 
merce. That is one reason I brought this matter out in the open. I 
know there is power in oil. It looks as if there is a little proposition 
here that one might explore. 

Mr. Torierson. I have just 1 or 2 more questions. You say it costs 
about $7 million to preserve your ships in the laid-up fleet. 

Mr. Morse. Yes, sir. 

Mr. Touierson. If there are 2,000 ships, roughly, that means it costs 
about $3,500 a year for each ship. 

Mr. Morse. That is correct. 

Mr. Totzerson. I am not being critical, but I want this for purposes 
of comparison. Do you know how much it costs the Navy to preserve 
one of their vessels ? 

Mr. Morse. No, but I am sure substantially more, because they main- 
tain theirs on a different state of readiness than we do ours. 

Mr. Totierson. They mothball them and can break them out faster 
than you can. 

Mr. Morse. That is my understanding. They keep them in a much 
superior condition to that in which we keep ours. 

Mr. Totierson. That is all, Mr. Chairman. 

Mr. Auten. Mr. Chairman. 

Mr. Morse, was the transaction in which the old Mariposa was 
sold foreign and the two Mariners converted an example of a trade- 
out-and-build type of program with a subsidy involved ¢ 
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Mr. Morse. No; those were not related. As I recall, I am not sure 
in my own mind whether the vessel which was traded out which is 
now the Homeric, I believe, was owned by Matson or Oceanic. I do 
not recall. That occurred several years ago and had nothing to do 
with the conversion of the two Mariners for Oceanic. 

Mr. Aten. I have one question on this rapid tax amortization. Is 
there any difference in effect or principle between that sort of an ar- 
rangement and the deposit of earnings in a reserve fund with the taxes 
defer red on the earnings if they are used for construction ? 

Mr. Morse. Both of them endeavor to assist In new construction. 
The deposit of earnings means that the earnings are tax-deferred, and 

tax-free if they are in fact used to build new vessels. 

Mr. ALLEN. ae to the building the depreciation base is 
less and the income tax thereby made higher. 

Mr. Morse. Well, that is a very complies ‘ated picture as to a sub- 
sidized line, and I would have to check it out before I could give you 
an answer on that one. It does not have quite the implications that I 
had originally thought it had. 

(The information is as follows :) 

DEPARTMENT OF COMMERCE, 
MARITIME ADMINISTRATION, 
May 29, 1957. 
Hon. Hersert C. BONNER, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington, D. C. 

DeAR Mr. CHAIRMAN: Reference is made to the hearing before your com- 
mittee on May 9, 1957, on transfer, trade-in, and reserve fleet policies, at which 
Mr. Allen asked me whether there is any difference between emergency tax 
amortization and deposits of earnings in reserve funds by subsidized operators. 

The tax consequences of deposits of earnings in capital and special reserve 
funds by subsidized operators are governed by closing agreements which were 
entered into by the subsidized operators and the Internal Revenue Service. The 
Maritime Administration is not a party to these agreements. The interpretation 
of these agreements is, therefore, a matter for the Internal Revenue Service 
rather than for the Maritime Administration. What we say in this letter about 
the agreements is our understanding of the agreements which would not, of 
course, be binding upon the Internal Revenue Service, though we are not aware 
that the Internal Revenue Service has any different views as to the interpretation 
of the agreements than those we express here. 

Since the question relates to the current tax effect of deposits in the reserve 
funds, we will discuss here only the effect with respect to deposits made after 
resumption of subsidized operations following World War II. The closing 
agreements deal somewhat differently with deposits made prior to that time. 

The closing agreements provide that all deposits of earnings (net income 
before taxes) in the reserve funds made after resumption of subsidized opera- 
tions shall be tax deferred, and they define “tax deferred” to mean that such 
income shall not be recognized as taxable income and that the basis for deprecia- 
tion of any vessel built with such deposits shall be reduced by the amount of such 
deposits used in building the vessel. The closing agreements further provide 
that the difference between depreciation computed on the reduced basis above 
provided (hereinafter called “tax depreciation”) and the depreciation deposit 
required by section 607 (b) of the Merchant Marine Act, 1936, which is computed 
on the basis of the full cost of the vessel to the operator, including the amount 
of tax-deferred funds used (hereinafter called “business depreciation”), shall 
be treated as tax deferred funds. 

If, for example, a subsidized operator, before making any deposits of earnings 
for the year in his reserve funds, has taxable income of $4 million, and if he 
deposits $1 million of this in his reserve funds, his taxable income is reduced 
under the closing agreement, to $38 million. If he then builds a vessel for which 
his share of the cost is $6 million and pays for the vessel, in part, with this $1 
million deposit of earnings, the tax basis of the vessel for depreciation is $5 
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million ($6 million—$1 million). His annual depreciation deduction for tax 
purposes on this new vessel (on a straight-line basis and a 20-year life) is 5 
percent of $5 million=—$250,000. This is his tax depreciation. The depreciation 
he is required to deposit in his capital reserve fund under section 607 (b) of the 
Merchant Marine Act, 1936, however, is 5 percent of $6 million=$300,000. This 
is his business depreciation. 

With regard to this required deposit of $300,000 in his capital reserve fund, 
the operator, on his Federal income-tax return, takes a depreciation deduction 
of $250,000 under the Internal Revenue Code, and he takes an exclusion of 
$50,000 (from taxable income) under his closing agreement as a deposit in 
his capital reserve fund. So long as the operator remains a subsidized oper- 
ator, therefore, his loss of depreciation basis does not adversely affect him, 
because under his closing agreement he can exclude from his taxable income, as 
a deposit in his capital reserve fund, the difference between his business de- 
preciation and tax depreciation. The effect of his loss of depreciation basis is 
thus delayed until he has ceased to be a subsidized operator. Under this inter- 
pretation assuming he makes sufficient earnings each year after ceasing subsi- 
dized operations and that there is no reduction in the tax rate, the deferred tax 
will be paid after he ceases subsidized operations, in part from the taxable 
balance in his capital reserve fund, and the remainder from earnings made over 
the remaining life of the vessel. 

Turning now to the matter of emergency amortization, if a tanker operator is 
entitled to take emergency amortization, he recovers (through deduction from 
his gross income) a large percentage of the cost of his vessel during the first 
h years of vessel life than he would recover if he took only depreciation. He 
defers income tax on the excess of this recovery over the recovery he would 
have made if he had taken only depreciation, and he pays the deferred tax 
over the remaining years of useful life of the vessel if he has sufficient earnings 
and if there is no reduction in the tax rate. 

We trust that this information will be of assistance to you. 

Sincerely yours, 
CLARENCE G. MORSE, 
Maritime Administrator. 


Mr. Auten. Some time ago I asked the then Secretary of the Navy 
concerning the effective United States control of foreign-flag ships 
and he replied in a letter that was dated February 20, 1947. One para- 
graph in the letter, after discussing the effective control of ships trans- 
ferred foreign, read as follows. It seemed to me a little broader 
than the subject we were considering. It says: 

In order to assure a capability to meet military shipping requirements imme- 
diately upon the outbreak of a war or in case of national emergency, agreement 
has been reached by the Department of Defense and the Department of Commerce 
for transfer and preallocation of United States controlled shipping to DOD 
(MSTS). 

That led me to become curious as to whether the arrangement that 
has been made in the last two wars of a war shipping board or some 
civilian agency which ran the merchant shipping for the emergency 
periods has been changed to a more military control of the shipping. 

Mr. Morse. No; I think that this has reference to the identity of a 
limited number of ships that are in the reserve fleet that should be 
transferred to the Navy immediately upon the outbreak of war for the 
Navy requirements. 

Mr. Auten. Thank you, Mr. Chairman. 

The Cuatrman. Mr. Mailliard ? 

Mr. Martiurarp. I have no questions. 

The CuarrMan. Mr. Pelly? 

Mr. Petty. Mr. Morse, yesterday I was called out so that if you have 
answered or given any information in your previous testimony, just 
tell me and I will read it. I am curious as to the present status of the 
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reserve fleet ships’ utilization for wheat storage. Is there any current 
figure on that? 

Mr. Morse. Yes; we have that. As of March 31, 1957, 305 Liberty 
ships in the reserve fleet held a total of 69,670,000 bushels. This ap- 
pears on page 8 of this document entitled “Reserve Fleet Policy.” 

Mr. Petty. Could you submit for the record the location of those 
305 ships by location and also the comparable statistics for previous 
periods? As I understand, that figure is down, is it not? 

Mr. Morse. That is correct. The maximum was 429, with 98 million 
bushels. 

Mr. Petiy. I am thinking of whether you have reduced the number 
of vessels used in that capacity in certain areas as against others. 

Mr. Morse. We will supply that for the record. 

(The information follows:) 


UTILIZATION OF MARITIME ADMINISTRATION SHIPS IN GRAIN STORAGE PROGRAM FOR 
ComMMopItTy CrEDIT CORPORATION, UNITED STATES DEPARTMENT OF AGRICULTURE 
SURPLUS GRAIN 


Q. Where were the grain ships located?—A. The Department of Agriculture 
determined that the Hudson, James, Astoria, and Olympia reserve fleets were 
the most suitable for grain storage after careful consideration of such factors 
as climatic conditions, fleet dredging necessary to accommodate grain-laden 
ships, inland transportation factor to fleet areas, and availability of contiguous 
grain storage facilities. In view of such determination the ships utilized in the 
program were selected from those lying at those fleet sites except for a limited 
number of them which were towed from the Wilmington, N. C. reserve fleet, 
loaded at New York, and placed in the Hudson reserve fleet, and also from the 
Suisun Bay, Calif., site which were loaded in the Puget Sound area and placed 
in the Olympia reserve fleet. 

Informatively, as of May 14, 1957, grain stored in Maritime Administration 
ships at the various reserve fleet sites was distributed as follows: 


Number of ships 


Hudson River______- a a no ea here asain a cheese ache wa se RU Le 88 
eames Hive? oii cence i cee eee ee 89 
CRYIN odo dd ewe ee anim mciaemeri esa cand: age 28 
I Ne a asc nae ea cscicin ance ean aerate mega bein Mila tacit iat ema eee T 

Total shines. 22... 6 ee eee ee eee ee G2 uae Sa as 278 


Q. What system was used in placing grain in the ships in the various reserve 
fleets ?—-A. The system used for placing grain in the ships was the same as for 
commercial loadings at grain elevators, employing facilities and stevedoring 
firms available at the loading points under the jurisdiction of the Department of 
Agriculture, Commodity Credit Corporation. 

Q. What procedures were employed in determining the removal of grain from 
the ships?—A. The procedure employed for determining the removal of grain 
from the ships originates from the Commodity Credit Corporation in the Depart- 
ment of Agriculture, Washington, D. C., and is controlled by the requirements 
of the various commodity disposal programs authorized by that Department. 
The Commodity Credit Corporation maintains an office at Chicago charged with 
the responsibility for the ship storage program on the east coast, and another 
office at Portland, Oreg., with similar responsibility for the Pacific coast. These 
two offices through field representatives at the ports of loading and/or discharg- 
ing of the storage grain carry out the instructions which are issued from the 
Washington headquarters of the Commodity Credit Corporation, with regard to 
the type and quantity of grain to be stored or discharged and the disposition to 
be made of it. These regional offices at Chicago and Portland make specific 
requests upon the Maritime Administration coast directors at New York and 
San Franciseo for the scheduling of ships from the reserve fleets to meet their 
requirements. Further, after the grain has been discharged from the ships they 
are returned to the reserve fleet and the Commodity Credit Corporation indicates 
to the Maritime Administration, Washington, the names of the ships which will 
not be needed for reloading with Commodity Credit Corporation grain. 
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Q. With respect to the Puget Sound area, was grain placed in ships where 
the least preparation was necessary in the way of dredging?—A. With regard 
to the Puget Sound area and whether the grain was being placed in the ships 
where the least preparation was necessary in the way of dredging, it is to be noted 
that the Department of Agriculture had surplus grain stored in the Columbia 
River area and wanted to continue having it available there for future disposi- 
tion. Coincidentally, the required number of ships were available at the Astoria 
reserve fleet. Therefore, after full consideration of all the factors involved, 
the Department of Agriculture authorized the dredging necessary to accommo- 
date the grain-laden ships which it wanted returned to the Columbia River 
area. 

Mr. Matiirarp. Will you yield ? 

Mr. Petry. I yield. 

Mr. Mariitarp. I seem to recall, Mr. Morse, that we raised the ques- 
tion during our discussion of the 50-50 legislation as to whether you 
charge any rent to Commodity Credit Corporation for the use of these 
storage facilities. You did not then. Has this been brought up since 
then at any time ? 

Mr. Morse. No; we do not charge them anything. 

Mr. Petiy. Actually, they paid certain costs ‘of breaking out the 
ships, which in turn was to the advantage of Maritime, was it not, and 
therefore saved you some costs that you otherwise might have had to 
bear ? 

Mr. Morse. Yes; there have been some benefits to Maritime as the 
result of this storage program. 

Mr. Petty. They paid some dredging costs, did they not? 

Mr. Morse. Yes; they did. 

Mr. Petry. I hope that you are looking into that situation to be 
sure that you utilize those reserve places that do not require dredging, 
like Puget Sound. Do not go on paying dredging costs that you other- 
wise might not have to pay. That is why I want the statistics. I am 
going to look them over. 

Thank you, Mr. Chairman. 

The Cuamman. Mr. Drewry 

Mr. Drewry. On page 5 of your prepared statement on the reserve- 
fleet policy is this short paragraph: 

There are numerical and qualitative deficiences in the reserve fleet with re- 
spect to tankers. If certain assumptions are made, the active tanker fleet capa- 
bility could satisfy defense requirements. However, other overriding consider- 
ations dictate that a tanker reserve is required. 

Then there is a parenthetical note: 


(The assumptions and overriding considerations are contained in classified 
documents, and the extent to which they can be discussed was covered at hear- 
ings on Public Law 574, 83d Cong., trade-in-and-build legislation). 

My question is, should we understand from this statement that the 
situation, as far as the committee was allowed to hear it, remains the 
same now as it was when 574 was up for consideration ? 

Mr. Morse. It still remains substantially the same as at that previ- 
ous hearing. 

Mr. Drewry. That is all, Mr. Chairman. 

The Cuatrman. Thank you very much, Mr. Morse. 

On April 1, 1957, the chairman of this committee addressed a letter 
to Mr. W ilson, the Secretary of Defense, asking for testimony from 
officials of the Department of Defense who are in a position to discuss 
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the subjects of this series of hearings from the mobilization stand- 
point. t ‘ 

Without objection, I will place in the record at this point a copy of 
that letter. 

(The letter referred to follows :) 
Apri 1, 1957. 
Hon. CHARLES E. WILSON, 
Secretary of Defense, 
Department of Defense, 
Washington, D. C. 

DEAR Mr. SecRETARY: The Committee on Merchant Marine and Fisheries 
is currently holding a series of hearings in the nature of an inquiry into the 
ship transfer, trade-in, and reserve fleet policies under the administration of the 
Department of Commerce. These subjects are intimately related to each other, 
and involve our national maritime policy as laid down in the Merchant Marine 
Act of 1936. That act calls for the development and maintenance of an adequate 
and well-balanced American-flag merchant marine for the dual purposes of serv- 
ing the waterborne commerce and the defense of the United States. 

While the Department of Commerce has primary jurisdiction over the admin- 
istration of the laws relating to the subjects of the inquiry, the nature of those 
subjects is such that the closest collaboration with the Department of Defense is 
essential to the proper exercise of administrative jurisdiction. The purpose of this 
letter, therefore, is to confirm advices previously given to Department liaison 
officers that we will wish to have testimony from officials of your Department 
who are in a position to discuss the subjects from the mobilization standpoint. 

The general objectives of the inquiry were set forth in my opening statement 
on March 27, the first day of the hearings. A copy of this statement is en- 
closed for your information. 

We will want to have a statement setting forth the Department of Defense 
functions and interest in regard to the subjects mentioned above. 

Specifically, we will want to know the meaning and the origin of the term 
“effective United States control,” which has been used extensively in regard to 
former American-flag vessels that have been approved for registry under the 
flags of Liberia, Panama, and Honduras. 

On the subject of trade-in policy, we will be interested in the Department of 
defense position concerning this means of retaining for immediate emergency 
availability usable vessels of certain types to be replaced in active operation by 
more modern vessels. 

Despite the many changes which have taken place in the world picture since 
the national-defense reserve fleet was established by the Merchant Ship Sales 
Act of 1946, there has been no general inquiry by the Congress into the role that 
our reserve merchant vessels do our should play in mobilization planning. 
Criticisms have been heard that Defense Department attitudes concerning the 
need for retention of obsolete or damaged reserve-fleet vessels are unrealistic. 

Finally, I think it would be well if the Department’s witnesses are prepared to 
discuss a study by the MARAD-Navy planning group, entitled “Ocean Shipping 
to Support the Defense of the United States,” dated December 19, 1955 and the 
revision thereof, which I understand is currently being completed, 

I would like to have Defense Department testimony in accordance with this 
letter, on Thursday, April 4, at 10 a. m., in room 219, Old House Office Building. 
The staff will keep in touch with your liaison officers to advise them of any 
possible changes in schedule. 

Kindest regards and best wishes. 

Sincerely, 
HERBERT C. BONNER, Chairman. 


The CHatrman. The next witness is Admiral Collins, Assistant 
Chief of Naval Operations. 
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STATEMENTS OF J. M. WILL, VICE ADMIRAL, USN, COMMANDER, 
MILITARY SEA TRANSPORTATION SERVICE; HOWARD L. COLLINS, 
REAR ADMIRAL, USN, ASSISTANT CHIEF OF NAVAL OPERATIONS 
(LOGISTICS) ; ROY A. GANO, REAR ADMIRAL, USN, DEPUTY COM- 
MANDER OF THE MILITARY SEA TRANSPORTATION SERVICE; 
AND A. G. SCHNABLE, CAPTAIN, USN, OFFICE OF PETROLEUM 
AND TRANSPORTATION OF CHIEF OF NAVAL OPERATIONS 


Admiral Cottins. Mr. Chairman and members of the committee, I 
am Rear Adm. Howard L. Collins, United States Navy, Assistant 
Chief of Naval Operations for Logistics, under the Deputy Chief 
of Naval Operations for Logistics, in the Office of the Chief of Naval 
Operations, Department of the Navy. I appear today as a witness both 
for the Department of the Navy and the Department of Defense. I 
have here a written statement I wish to read. 

It is my understanding that this committee is interested in the De- 
partment of Defense functions and interests in the maintenance of a 
merchant marine sufficient to meet mobilization requirements, current 
policies respecting ship transfers, ship trade-ins, and reserve-fleet re- 
placements. The committee has also indicated a desire to be in- 
formed concerning the tanker-building program and the establishment 
of a tanker reserve. 

The Commander, Military Sea Transportation Service, Vice Adm. 
John M. Will, United States Navy, is here, ready to testify concerning 
the tanker program. 

I would like to emphasize strongly that as a general policy, the 
Department of Defense would, under all conditions, prefer to have 
unmediately available under United States registry, all the tonnage 
in appropriate types suflicient to meet mobilization requirements. 

These requirements, both military and civilian, and the merchant 
capabilities expected to be available on mobilization, are periodically 
reviewed by the Joint Chiefs of Staff. The results of their review are 
made available to cognizant military planners and to the Maritime 
Administration is a classified document. This document is then uti- 
lized by the Joint Navy-Maritime planning group to develop infor- 
mation as to anticipated deficiencies in shipping needs. This forms 
the basis for the planning group’s report to the Secretary of the Navy 
and the Maritime Administrator, respectively. 

The latest study, a report of which is now prepared and in the 
committee room, indicates that there are certain deficiencies in the 
three categories of ships considered to comprise our national capability 
for mobilization. These three categories are (1) active operating 
United States-flag ships, (2) active operating foreign-flag ships under 
effective United States control, and (3) ships laid up in the national 
defense reserve fleet. 

The committee has also indicated that it might wish to discuss the 
forthcoming report of this planning group. Rear Admiral Roy A. 
Gano, Deputy Commander of the Military Sea Transportation Serv- 
ice, one of the cochairmen of this group, is here today and is prepared 
to discuss this report with the committee. 

This committee has asked specifically for the origin and meaning 
of the term “effective United States control.” The origin of the 
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term dates back to 1947 at which time it was approved and accepted 
by the Joint Chiefs of Staff for use in evaluating transportation 
capabilities for mobilization purposes. As to its meaning, the term 
“effective United States control” is a planning concept applied to 
ships wherein it is considered to include all shipping which can be ex- 
pected to be available on request by the United States Government in 
time of national emergency, even though such shipping may not be 
under the United States flag. In cases where the Department of the 
Navy interposes no objection to the proposed foreign transfer in 
trade-out negotiations such agreement is with the understanding that 
the Maritime Administration will impose the usual standard condi- 
tions. Among these are: 

(a) That the Department of State determines that the transfer 
of registry is not inconsistent with the foreign policy of the United 
States, 

(b) That the Office of International Trade, the Director of Naval 
Intelligence, and the Central Intelligence Agency consider that the 
transferee is of good character and integrity and can reasonably be 
expected to carry out the conditions imposed on the approval of the 
foreign transfer. 

(c) That the ship shall not engage in any trade prohibited to the 
United States-flag ships. 

Under these conditions transfers have been made to the flags of Pan- 
ama, Liberia, and Honduras. 

Perhaps “effective United States control” is not a fully descriptive 
term. A more realistic term might be “effective United States man- 
agement control,” by which we mean that control which can be exer- 
cised by the United States Government through United States citizen 
directors and United States citizen majority stock ownership. 

Successful passage of pending legislation to provide standby author- 
ity for the issue of ship warrants would be another means of imple- 
menting management control. The Department of the Navy strongly 
supports this legislation. From the viewpoint of management con- 
trol, it is reasonably assured that these ships will be made available to 
the United States Government for use in the event of emergency. 
Therefore, it is believed that the concept of “effective United States 
control,” under conditions of full mobilization, offers no significant 
hazard to our national defense planning. 

The committee has further asked for the Department of Defense 
position on the trade-in policy. The Department of Defense strongly 
supports a national defense reserve fleet of ships sufficient in number 
and type which, when added to the active operating United States-flag 
ships and the active operating foreign-flag ships under effective United 
States control, will adequately provide for our full mobilization re- 
quirements. 

The Department of Defense believes that the best mobilization po- 
tential is in active operating ships which are immediately available: 
first, those operating under the United States-flag and, second, those 
operating foreign-flag ships under effective control. The reserve fleet 
should supply the remainder of the mobilization requirements. The 
Department of Defense supports the trade-in policy to the extent that 
it encourages the construction of new tonnage of modern types while, 
at the same time, augmenting the national defense reserve fleet. 
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The committee has stated that criticisms have been heard that De- 
fense Department attitudes concerning the need for retention of obso- 
lete or damaged reserve fleet vessels are unrealistic. The Department 
of the Navy and the Maritime Administration work closely together to 
reduce the numbers of obsolete or damaged vessels in the national de- 
fense reserve fleet. For example, and this has been brought out before 
by Mr. Morse, the Navy agreed to the disposal of 17 overage ships on 
September 22, 1956. On March 5 5, 1957, the Maritime Administration 
proposed scrapping 5 Liberty ships and the sur vey of 3 more Libertys 
and 2 tankers with a view to scrapping. On March 23, 1957, the 
Navy agreed to the disposal of 4 of the 5 Liberty ships but requested 
the retention of 1 ship for the reason that it was an ex-Navy auxil- 
iary for which we have an existing specific mobilization requirement. 
This ship, because of $2 million w orth of installed special equipment, 
has mobilization potential as an ammunition ship even though dam- 
aged. The Navy agreed to a survey of the 3 Libertys and 2 tankers to 
determine ultimate disposition. These criticisms, therefore, do not 
appear justified as long as our operating fleets cannot meet our mobili- 
zation requirements in “numbers and types. 

That is the end of my statement, sir. 

The Cuatrman. In the case of an emergency, with respect to the 
effective fleet under foreign flag, which would be ‘alled out first, the 
ships in the reserve fleet or the ships under effective control ? 

Admiral Cotiins. The ships under effective control would un- 
doubtedly be sought first because they are operating ships. 

The Cuamman. That would be the policy of the N avy with respect 
to their recommendation to the Maritime Administration or any agency 
having control over our reserve fleet ? 

Admiral Couiins. Yes, sir. 

The Cuarrman. Mr. Tollefson. 

Mr. Totterson. When we talk about deficiency in ships, we are talk- 
ing about a deficiency in ships needed to meet an emergency need, 
mobilization requirements. 

Admiral Cottins. The mobilization requirements, Mr. Tollefson, as 
set up under our current war plans. 

Mr. Toutterson. At some point 2 or 3 years ago the Navy listed the 
deficiency in ships. Do you havesucha list now ¢ 

Admiral Cotiins. Yes, sir. 

Mr. Totierson. Is that a security matter ? 

Admiral Coturns. It is a part of the report which we have here 
today, sir. 

Mr. Totterson. You have a report on it? 

Admiral Coturns. Yes, sir. 

Mr. Totterson. Is that a security matter? 

Admiral Cottrns. Not as described in the report, sir. 

Mr. Totierson. Could that be made part of the record ? 

The CuHarrman. Yes; it may be made a part of the record at this 
point. 
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(The report referred to follows :) 
OcEAN SHIPPING TO SUPPORT THE DEFENSE OF THE UNITED STATES 
(Prepared by the MARAD-Navy Planning Group April 12, 1957) 
1. GENERAL COMMENTS 


The strategic importance of ocean transportation in a future war supports 
the concept that the United States controlled merchant fleet should be of such 
composition as to meet adequately the planned requirements of the Department 
of Defense by providing modern, high-speed ocean transportation self-sufficient 
with respect to loading and unloading commercial and military cargoes in any 
port or roadstead as required. 

The Department of Defense is concerned about the implementation of the com- 
prehensive merchant ship construction program which has been developed by the 
Maritime Administration to replace in an orderly manner the vast proportion of 
the active United States merchant fleet which is fast approaching obsolescence. 

In the past, upon the sudden outbreak of a war it has been necessary to hastily 
improvise a shipbuilding program which was not only costly but resulted in the 
production of improvised ships so quickly constructed from material at hand 
as to be limited in their capability to meet modern military needs. This resulted 
in costly model changes in the middle of the war production effort. 

It is recognized that the special characteristics of merchant ships which are 
desired for ultimate military use must, of necessity, be modified and limited to 
conform to acceptable requirements for successful commercial enterprise. With- 
in the limits imposed by peacetime commercial utilization and an acceptable 
burden on the national economy, it is strongly recommended that the Congress 
support a phased merchant ship construction program of those ships required (1) 
to bring the active operating United States merchant fleet possessing acceptable 
defense characteristics up to the numerical limit required to meet the initial needs 
of the Department of Defense, and (2) provide the means for the orderly replace- 
ment of existing operating tonnage now rapidly approa: hing obsolescence. It is 
further recommended that either as a part of the program recommended above 
or supplementary thereto, the means be provided for the construction and opera- 
tion of sufficient prototype vessels which can serve as the basis for emergency 
vessel-construction program upon the outbreak of a war. 

It is important to note that the national defense dry cargo fleet (active and 
reserve) is numerically deficient to meet defense requirements, particularly in 
the categories of refrigerated cargo capability and heavy lift (items over 60 long 
tons and/or with extreme dimensions) capability. 

There is a serious deficiency in the entire national defense fleet (active and 
reserve) from a qualitative point of view. The vast majority of the operating 
active United States merchant fleet consists of ships constructed during World 
War II and fast approaching block obsolescence. The poor operational charac- 
teristics of these ships (relatively low mean speed and insufficient cargo-handling 
equipment) present serious deficiencies. 

The vast majority of the reserve fleet consists of ships that are slower and 
older than those in the active United States merchant fleet and have even poorer 
operational characteristics. 

The problem concerning merchant ship speeds has been discussed many times. 
The most important reason for increasing merchant vessels’ speed is to maintain 
the highest possible cargo delivery rates while minimizing losses to submarines. 
While normally the cost per shipload delivered is a major factor limiting the con- 
struction of high speed ships, cost itself is never a completely adequate measure 
of effectiveness in wartime because it is necessary to deliver cargo safely in spite 
of the cost. These, and other related factors, must be considered in determining 
the speeds to be built into United States merchant ships. 

Cargo 


The Maritime Administration is attacking the problem of poor operational 
characteristics through a proposed construction program of prototype cargo ships 
with improved operational characteristics including increased cargo handling 
capabilities, and through prototype evaluation of experimental engineering and 
hull changes to four reserve fleet Liberty types to determine the feasibility of 
establishing a modernization program for similar existing ships. 
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Of special interest is the fact that there are about 1,647 Liberty ships, of which 
about 252 are active, which are considered too slow for modern military needs, 
Although the program for upgrading Liberty ships to improve speed and cargo 
handling characteristics has not received final evaluation, enough is known to 
indicate that this segment of shipping can be made qualitatively adequate to 
replace early losses in the active fieet and to provide military lift. Since high- 
quality new construction will not be available in sufficient quantity until after a 
year, a practical solution to the reserve fleet quality deficiency problem in cargo 
is the upgrading of Liberty ships to meet early military requirements until the 
MARAD mobilization shipbuilding program is effective. 


Tankers 

All standard T-2 tankers have reached more than one-half of their life expect- 
ancy. Out of a total of 359 United States flag privately owned tankers 301 are 
at least 10 years old and only 83 are capable of 15 knots or greater. Out of a 
total of 229 foreign-flag tankers under effective United States control 125 are at 
least 10 years old and by coincidence 83 are capable of 15 knots or greater. Of the 
588 privately owned tankers under United States control 422 are under 15 knots 
and 426 are at least 10 years old. It is evident that emphasis should be placed 
on a tanker replacement program from a qualitative standpoint to replace these 
ships within the next 10 years. 

Passengers/transports 

Of the 42 privately owned passenger ships under United States control 29 are at 
least 10 years old and only 11 are capable of 20 knots or greater. Emphasis should 
be placed on increasing the speed capability by insuring that all future construc- 
tion be approved for 20 knots or greater. 

The Maritime Administration has long-range replacement programs which 
require shipping companies, with operating differential subsidy agreements, to 
replace cargo and passenger ships within a prescribed time and permit trade-in 
of older vessels. In this way the active United States flag cargo fleet is improved 
qualitatively and the national defense reserve fleet is improved qualitatively and 
quantitatively. The Maritime Administration has another program which per- 
mits shipping companies to replace older cargo ships and tankers on a “trade-out- 
and-build” basis. Owners are allowed to transfer these older ships to foreign 
registry, “‘effective United States control,” provided that they, in turn, construct 
equivalent new United States flag tonnage. In this way, the active shipping 
under United States control is improved qualitatively and quantitatively. 


2. DEPARTMENT OF DEFENSE UTILIZATION OF UNITED STATES MERCHANT FLEET IN 
PEACETIME 


The Maritime Administration is charged by law to foster a merchant marine 
adequate for national defense and adequate to serve the domestic and foreign 
commerce of the United States. The number and type of ships in the active 
United States merchant fleet suitable for defense mobilization purposes which 
can be gainfully employed in the conduct of normal peacetime commerce is con- 
trolled by the national economy and foreign commerce. In addition, a national 
defense reserve fleet must be maintained, quantitatively and qualitatively, in 
a state of readiness to meet the phased mobilization requirements for all-out war 
or limited emergency short of all-out war. 

The Korean action, and lately the Suez crisis, have emphasized that emergency 
shipping requirements under conditions short of all-out mobilization are likely 
to require a greater ready reserve of high grade ships than are needed under full 
mobilization. In this connection the lack of a United States ready reserve of 
tankers is most critical. 

The Military Sea Transportation Service utilized at one specific time, during 
the height of the Korean operations, as many as 223 merchant ships under time 
charter, 35 merchant ships under voyage charter, and 141 Government ships 
operated by private shipping operators under General Agency Agreements. This 
Korean experience indicates that at one time a minimum of 399 ships were re- 
quired from the United States commercial shipping industry but that all were 
not available for charter to MSTS. It was necessary to activate 141 ships from 
the national defense reserve fleet to meet this requirement. 

An additional 400 ships from the reserve fleets were activated by MarAd and 
operated by general agents to meet other United States Government program re- 
quirements, mainly coal and grain. 
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MSTS utilized during 1 specific month in fiscal year 1956, 32 merchant ships 
under time charter, 29 tankers under voyage charter, and 37 Government ships 
operated by private shipping operators under general agency agreements. In 
addition to utilizing the commercial fleet as indicated above, it is important to 
note that MSTS ships via the regularly scheduled American-flag commercial-berth 
ships a large portion of its dry-cargo tonnage. MSTS averaged 264 berth ship- 
ments per month during fiscal year 1956. Of the total cargo transported during 
this time, 65 percent of the dry cargo and 53 percent of the bulk petroleum lift 
(miles) for MSTS was carried in United States commercial shipping. 

Although the practice of using regularly scheduled berth ships has certain ad- 
vantages, such as providing an effective means of moving less-than-shipload lots 
into the area where the normal volume of shipments is low and does not require 
extensive overhead expense to the Government, it also has disadvantages, from a 
military point of view, because it does not allow the flexibility of movement, di- 
version, and adjustability needed to meet variable and constantly changing mili- 
tary situations. Therefore, the composition of the United States merchant fleet 
in peacetime should comprise ships of both berth and tramp service, the former 
providing regularly scheduled sailings and the latter providing the flexibility re- 
quired for military needs. 


3. ASSUMPTIONS USED IN DETERMINING THE RECOMMENDED SIZE OF THE 
OPERATING NATIONAL DEFENSE FLEET 


The numbers of vessels, by categories, which are recommended in following 
paragraphs as necessary to meet the needs of the Department of Defense upon 
the outbreak of war are based upon supporting plans of the approved emergency 
plan of the Joint Chiefs of Staff. Included in the factors which were used in 
arriving at the size of the operating United States merchant fleet were (1) an 
estimate of accumulative losses; (2) estimate of civilian as well as military re- 
quirements; (3) planned activations from reserve fleets during the first year of a 
war; (4) the availability of certain military vessels from the United States 
combatant fleet to meet certain emergency requirements; and (5) the availability 
of certain non-American-flag merchant vessels considered to be under “effective 
United States control.” It is to be noted that these plans are under constant 
review and are kept up-to-date in the light of the changing strategic world 
situation, 


4. RECOMMENDED SIZE OF THE ACTIVE OPERATING UNITED STATES MERCHANT FLEET 


(a) Numbers by category 

The Department of Defense, recognizing that the requirements for United 
States merchant shipping are subject to review and modification in the light of 
changing strategic situations, considers that in accordance with the latest ap- 
proved plans the active operating United States merchant marine (including 
those foreign-flag ships considered to be under effective United States control 
and exclusive use of those merchant-type ships in Navy custody) should be 
comprised, as a minimum, of the following numbers of vessels: 

(1) Dry-cargo ships.—There is a requirement of 14,050,000 deadweight tons. 
This corresponds to a requirement for 1,300 notional dry-cargo ships. 

(2) Tankers.—There is a requirement for 10,470,000 deadweight tons. This 
corresponds to a requirement for 634 notional tankers. 

(3) Troop transports/passenger ships.—There is a requirement for 193,000 
gross tons. This corresponds to a requirement for 20 notional troopships. 

(Nore.—Definition of “notional ships” in terms of capacity and speed: Tank- 
ers—10,000 barrels fuel oil, or 115,000 barrels diesel, or 130,000 barrels gasoline ; 
16,500 deadweight tons, at 15 knots; troopships—2,400 troops, at 15 knots; 
cargo ships—10,800 deadweight tons, at 10 knots.) 


5. RECOMMENDED CHARACTERISTICS BY TYPES FOR SHIPS IN THE ACTIVE OPERATING 
UNITED STATES MERCHANT FLEET 


(a) Minimum speeds desired for military purposes 

(1) Dry-cargo ships.—Dry-cargo ships suitable for economical and speedy con- 
version into naval or military auxiliaries should have a sustained sea speed of 
20 knots or greater. Dry-cargo ships otherwise suitable for the use of the United 
States Government in time of war or national emergency should have a sustained 
sea speed of 18 knots or greater. 
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(2) Troop transports.—Troopships should have a sustained speed of 20.0 
knots, or greater. 


(3) Tankers.—Tankers should have a speed of 16-20 knots, seeking the higher 
speed where possible. ay 
The Department of Defense considers that these speeds are the minimum 


desirable from a military point of view and higher speeds represent a target to 
shoot for. 


(b) Special characteristics 


(1) Dry-eargo ships.—The most practical and useful type of American-flag, 
general-cargo vessels, from a military point of view, appear to be those having 
the capacity and characteristics of the C-—2’s, C-3’s, and C-4’s (particularly 
Mariners), of the Maritime Administration, However, much is to be desired in 
the matter of basic ship design and modernization with respect to sped and out- 
moded cargo-handling equipment and methods. These cargo vessels should be 
designed and equipped to load and discharge, using their own gear, in one-half 
the time now required by the existing C-—2’s, C-3’s, and C-4’s. At least one 
hatch of each such vessel should be served by a jumbo boom of 60-ton capacity. 

(2) Special type cargon ships.—Roll-on roll-off ships offer advantages in 
meeting mobilization requirements for the overseas movement of mobile military 
equipment such as wheeled and tracked vehicles. The construction of such 
ships in peacetime would increase active capability and afford operating experi- 
ence, while United States shipyards would also gain construction experience to 
enable them to commence early production under an emergency situation. 

(3) Passenger ships.—Passenger ships utilized for the movement of self- 
sustaining combat units should have the general characteristics of the P-2 class; 
ultimate capacity of approximately 500 cabin spaces and 4,000 troop spaces, with 
a patient-litter capacity of 120 spaces. Experience gained in the Korean oper- 
ations and the utilization of existing troopships strongly supports a requirement 
for this type vessel. The limiting maximum draft should be 30 feet. In addi- 
tion, large high-speed point-to-point transports are desirable for mass movements 
of replacements and casuals. 

(4) Tankers.—The recommended general characteristics of commercial tankers 
most suitable for military purposes are 25,000-38,000 deadweight tons, capable 
of carrying several types of petroleum products. Tankers of larger deadweight 
tons capacity can be utilized to a limited extent but it is recommended that any 


program for the replacement of existing tanker tonnage provide for 25,000-38,000 
deadweight tons. 





6. RECOMMENDED MERCHANT SHIP CONSTRUCTION PROGRAM 


A joint analysis by representatives of the Maritime Administration and the 
Navy Department of the total civilian and military requirements for merchant 
type shipping upon the outbreak of war compared with the current capability 
of the United States active merchant fleet has been made. In terms of the general 


types of ships recommended herein, this analysis indicates a numerical deficiency 
in actual ships as follows: 


Dry-cargo ships equivalent to the C-3 class 


setabeks deieeisht ste naahinehle Geld Cae 
Reefer cargo ships equivalent to the R2-S—BV1 class____.________________. 29 
Heavy lift ships equivalent to the C4 type converted by MSTS____-_-_---__ 4 


Based on these deficiencies it is recommended that a construction program 
be initiated at the earliest practicable date aimed at— 

(a) Reducing these deficiences to the maximum degree and at as rapid a 
rate as commercial utilization and the national economy will permit; and 

(b) Providing a realistic means for replacement of existing tonnage now 
rapidly approaching obsolescence. 

The current MARAD long-range replacement program has taken into account 
the desirability of providing new shipping which will enable the United States- 
flag commercial fleet to meet initial military needs by reducing the deficit in 
(a) above. This program, if supported, will accelerate the replacement of ships 
in the active merchant fleet which otherwise would become obsolete in a block. 

The Department of Defense desires to emphasize that the above-recommended 
augmentation and replacement program is definitely in the national interest and 
financial incentives should be provided to the extent necessary to persuade private 
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shipping companies to accept newly constructed vessels either as additions to 
their fleet or as replacements for vessels owned by them which are becoming 
obsolescent. 


7. RESEARCH AND DEVELOPMENT OF IMPROVED MERCHANT TYPE SHIPS AND THEIR 
CARGO-HANDLING EQUIPMENT AND FACILITIES 


The Department of Commerce and the Department of Defense, acting under 
directives issued by the respective Secretaries, are conducing studies and research 
to improve merchant type ships and their cargo-handling equipment and facilities. 
Several groups have been formed to coordinate these programs. The Navy 
Department Transportation Committee, working group A, includes representa- 
tives from the Maritime Administration, the National Research Council, the 
Army, and the Air Force. MSTS has been designated the steering agency to 
coordinate studies and the group has made recommendations to the Secretary 
of Defense concerning the improvement of merchant type ships with special 
emphasis on the development of new designs and characteristics of their cargo- 
handling equipment and facilities. 

In addition, there has been established by joint sponsorship of the Departments 
of Commerce and Defense, with the National Research Council of the National 
Academy of Sciences, a Maritime Cargo-Handling Transportation Conference. 
This conference is supported jointly by the Departments of Defense and Com- 
merce, and is composed of a national board of advisers chosen from experts 
from the sponsoring departments, the United States shipping industry, univer- 
sities, and groups interested in improving the United States merchant marine. 
The conference employs a permanent staff of scientific and shipping specialists 
for directing, coordinating, and evaluating this national scientific attack on 
the cargo-handling problem. The Maritime Administration and the ONR are 
responsible, within their respective departments, for budget suppert and vigorous 
prosecution of the National Research Council program. The Office of Naval 
Research serves both departments as the administrative, fiscal, and control 
agency for this comprehensive cargo-handling research effort. 

The Maritime Administration Planning Committee on Maritime Research and 
Development has extended its activities in the cargo-handling improvement field 
to a project involving wharves and other shore facilities which are required to 
serve cargo ships as a part of the ship-to-shore transfer problem. In this con- 
nection, a special project was initiated to investigate the most suitable port 
facilities which will be required to serve the new roll-on roll-off types of ships. 
This study has been completed and published. A study on technical matters 
pertaining to the operation of oceangoing ships in the Great Lakes has been 
completed and the report is currently being reviewed and edited by MARAT). 

The Department of Defense considers it essential to include in the program 
for merchant-type vessel construction, ships with special design features for 
emergency construction programs as follows: 

(a) Dry-cargo ships having a bale cube capacity of between 500,000 and 750,000 
cubic feet of which approximately 30,000 cubic feet should be reefer space. 
With a view toward eliminating wing deck storage, the hatches shall be as 
large as possible in keeping with accepted design principles, the hatch covers 
to fold accordionlike and be hydraulically actuated (or other type quick opening 
and closing hatch covers with suitable mechanically operated systems). The 
booms should be not less than 10-ton capacity. At least one hatch should be 
serviced by a 60-ton jumbo boom with provisions for the rapid installation of a 
second 60-ton boom in addition to other cargo-handling gear. The speed of 
the vessel should be the highest compatible with the design and economic opera- 
tion but not less than 20 knots. Austerity models should be produced in proto- 
type for mass production under full mobilization conditions. 

(b) Tankers in the 25,000-38,000 deadweight ton range, capable of carrying 
several types of petroleum products, and capable of sustained sea speeds from 
16 to 20 knots, seeking the higher speed when possible. . 

(c) Roll-on roll-off ships capable of attaining a speed of at least 18 knots 
with at least a one-compartment standard for flotation and stability, designed 
to permit tracked and wheeled vehicles to be moved on and off the ship rapidly 
under their own power. 

(d) A specially designed “container cargo” ship of high cubic/deadweight ton 
ratio to carry containerized and perpalletized cargoes. The speed of the vessel 
should be not less than 18 knots. The ship should be self-sufficient in relation 
to handling this type of special cargo. 
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(e) There will also be a need for a limited number of heavy lift ships 
equipped with oversized hatches and cargo booms capable of lifting up to 150 
tons. In an attempt to meet this need for heavy lift capability, MSTS has 
completed the conversion of 2 Maritime C-4 type cargo ships, of approximately 
14,000 deadweight tons, which now have 2 heavy-lift booms, each with a lift 
capability of 150 tons. In addition, MSTS has completed conversion of 2 Cl-M- 
AV1 type cargo ships to provide a 2-boom capability in each ship for lifts up to 80 
tons. It is important to note that there are no commercial American-flag mer- 
chant ships in existence meeting these specifications at the present time. Addi- 
tional ships with 150-ton booms are necessary to meet initial defense needs and 
any encouragement that could be given to the private construction of ships meet- 
ing these general specifications would be appropriate. 


8. INDUSTRIAL MOBILIZATION BASE OF THE PROPOSED SHIP-CONSTRUCTION PROGRAM 


One basic factor to be used in the development of a specific annual construc- 
tion program is the necessity for the maintenance of a certain number of private 
shipyards in operation sufficient in number to form the base for expansion in 
time of war to meet mass ship construction programs. The Department of De- 
fense desires to emphasize that the existence of these active privately owned 
and operated shipyards, together with the skills of the shipyard workers and the 
capability of the tools, equipment, and facilities, is an essential factor to the 
national defense. 

The recent large increase in orders for commercial ships to be built in United 
States shipyards has pointed up the limited capability of the active shipbuild- 
ing industry and the supporting industrial capacity to accommodate itself to 
rapidly expanding shipbuilding requirements. The group agrees that prompt and 
effective action should be taken by the Maritime Administration and the Depart- 
ment of the Navy under Defense Mobilization Order DMO VII-7 (revised March 
6, 1957) to institute measures which will improve the operational readiness of the 
United States shipbuilding establishment, both active and reserve, as well asin the 
area of ship-components manufacture. The Maritime Administration should be 
enabled to complete the selection of operators for mobilization operation of re- 
serve shipyards and the preparation of working plans for their rehabilitation 
as soon as practicable. 


9. SUMMARY OF PROBLEMS AFFECTING THE ADEQUACY OF THE MERCHANT MARINE FROM 
THE STANDPOINT OF NATIONAL DEFENSE 


(a) Shortage of dry-cargo ships (refrigerated and special cargo) 

An attempt should be made to achieve better balance in the commercial mer- 
chant marine for military purposes by encouraging the construction of reefers, 
heavy-lift ships, and other special types, i. e., roll-on and roll-off and container 
ships. 

(b) Quality deficiencies in dry-cargo ships (age, speed, shipboard cargo handling 
equipment ) 

Sixty percent of the dry-cargo capability is Liberty types (10 to 11 knots), and 
95 percent of dry-cargo capability becomes obsolete between 1963-66. 

(c) Quality deficiencies in tankers (age, speed) 

Only 40 percent of the tanker capability has speeds of 15 knots or greater and 
65 percent of the tanker capability becomes obsolete between 1963-66. 

(d) Quality deficiencies in transports/passenger ships (age, speed) 

Only 9 percent of passenger capability is capable of 20 knots or greater and 
91 percent of passenger capability becomes obsolete between 1963-66. 

(e) Maintenance of areserve fleet (quantity and quality) 

Improvement of the reserve fleet by the addition of replaced older operating 
ships and the scrapping of unfit ships. Preservation of reserve fleet ships to be 
accomplished by normal measures and emergency ship-repair programs. 

(f) Manpower 

No ready source of recruitment for merchant-marine personnel to man ships to 
be activated earliest. There is no organized Ready Reserve of such personnel. 
(9) Shipbuilding and repair facilities 

(1) Support of private shipyards to maintain adequate mobilization base. 
The group feels that the use of priorities by DOD for ships should be extended 
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to merchant-ship construction when industry fails in peacetime to provide enough 
materials to permit the maintenance of an adequate shipbuilding and ship-repair 
mobilization base. (This is presently true with respect to a shortage of ship- 
building steel.) 

(2) Maintain industrial capacity to produce shipbuilding material and com- 
ponents to support the mobilization shipbuilding program. 

(3) Maintain a sufficient number of large drydocks and ship-repair yard em- 
ployment to maintain ship-repair facilities adequate to meet early reactivation 
needs. 

10. COORDINATION 


The Department of Defense (Department of the Navy) is continually consult- 
ing and coordinating its studies with the Maritime Administration as to the size 
and characteristics of the desired active operating United States merchant fleet 
and the desired composition and readiness of the national defense reserve fleet. 

The Maritime Administration-Navy planning group was established by the joint 
action of the Department of Commerce and the Department of the Navy to deter- 
mine the adequacy of the American merchant marine from the standpoint of 
national defense. This joint effort on the part of Defense and Commerce is of 
a continuing nature, resulting in pertinent and current recommendations which, 
it is hoped, will be acceptable to the Congress in considering the necessary steps 
to support a more rapid modernization of the United States merchant marine. 

Approved May 8, 1957. 

F. A. BANTz, 
Assistant Secretary of the Navy. 
CLARENCE G. MorsE, 
Maritime Administrator. 


Mr. Totierson. Included in those ships, I would assume, are some 
tankers. 

Admiral Cotuins. As deficiencies ? 

Mr. Totiterson. Yes; for mobilization requirements. 

Admiral Cottins. At the present moment there are no deficiencies 
in tankers. 

Mr. Totterson. To meet the mobilization requirement. 

Admiral Coturns. That is correct. 

Mr. Totterson. Would you mind reading the list as to categories 
or is it too lengthy ? 

Admiral Cotiins. No; it isnot too lengthy [ Reading: ] 


In terms of the general types of ships recommended herein, this analysis indi- 
cates a numerical deficiency in actual ships as follows: 


Dry-cargo ships equivalent to the C-3 class__________________________-__. 110 
Reefer-cargo ships equivalent to the R2-—S-BV1 class__- aida Sicee eS ed 29 
Heavy-lift ships equivalent to the C-4 type converted by MSTS_----------- 4 


That is all we have. 

Mr. Totrerson. When was the last previous report made? 

Admiral Cotirns. December 19, 1955. 

Mr. Totierson. Were there tankers on that list? There were no 
tankers listed. 

Admiral Couns. There were no tankers listed. No, sir. 

The CuHamrmMan. There seems to be some discussion as to preference 
between tanker construction and dry-cargo construction. You are 
interested primarily in the replacement of dry-cargo vessels? 

Admiral Cotiins. We are very much interested. 

The Cuarrman. Rather than tanker vessels. 

Admiral Cotuins. Yes, sir. 

The Cuarrman. After hearing this discussion, do you think there 
is any preference in the seeming interest in getting large tankers 
constructed ? 
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Admiral Cottrns. From the viewpoint of the Navy, Mr. Chairman, 
there is no difference. 

The CuarrMan. I understand. I appreciate that, but you say that 
there is no shortage of tankers in the reserve fleet. 

Admiral Coturs. That is right. 

The Cuarmman. There seems to be a tremendous interest in the 
building of new tankers. 

Admiral Coturns. Yes, sir. 

The Cuarrman, There seems to be more effort being placed behind 
that. Of course, it is through the operation of the Maritime Admin- 
istration to a great extent that these tankers are being rapidly con- 
tracted for or under construction now or receiving a little more at- 
tention than the vessels that you say we need. 

Admiral Coturns. That is correct, sir. 

The Caarmman. Why isthat ? 

Admiral Cotxrns. I think primarily the Suez situation has mo- 
tivated the construction of tankers. 1 would like to pass this ques- 
tion to Admiral Will who, I think, is better acquainted with the de- 
tails. 

Admiral Witz. Mr. Chairman, I think that the tanker requirements 
and the shortage of tanker requirements is one that we are faced with 
under normal operating conditions actually in peacetime. 

The CuHarrman. If I understood the main witness, I understood 
him to say there was no shortage of tankers. 

Admiral Witz. There is no shortage of tankers on mobilization be- 
cause I think that you will have a rationing of petroleum products, 
and the normal economy and the military requirements will be taken 
care of. You have your ships under effective American control. The 
tankers are under effective American control in the number that will 
be taken over. I do not think you will have any shortage at that 
time. 

Mr. Auten. Mr. Chairman, will you yield ? 

The Cuatrman. Yes, Mr. Allen. 

Mr. Auten. Admiral Will, as I remember the testimony of Admiral 
Denebrink on this subject, at one time he said that there would possi- 
bly be enough tankers for the military needs or enough for the domes- 
tic needs, but not both. I am wondering whether in vour statements 
that say there is no deficiency in tankers there is, in addition to the 
Navy requirements, the consideration of the tankers which normally 
supply the New England coast, for example, with domestic needs, 
particularly in the wintertime. 

Admiral Wiz. Yes; I think those are included. I think actually 
Admiral Gano, who has been involved in drawing up this report and 
whose committee, together with MARAD, have determined the re- 
quirements and arrived at the conclusion that there is no tanker de- 
ficiency, could probably better answer how that decision was arrived 
at. 

Mr. Aten. Thank you. 

The CHarrman. In your general statement there is one subject in 
which I have been interested. What is your policy on speed? That 
has been boxed around here quite a bit. One operator is allowed one 
speed and one is allowed another. One says this speed does not suit 
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his trade. Another man gets a certain speed. Maritime says that the 
Navy controls this speed question. Would you discuss that? 

Admiral Cottins. Our requirements, Mr. Chairman, are as much 
speed as we can get in any ship which may ultimately have to be used. 

The Cuatrman. You are like these fellows about whom they are 
complaining in the drag racing on the highways. You want as much 
speed as you can get. 

Admiral Cottins. We want it for two reasons. One is because if a 
ship is converted to a Navy auxiliary it must be capable of keeping up 
with the other elements of an amphibious group. We want it for an- 
other reason. If this ship must be protected in convoy or sail singly 
in time of war, the more speed it has the better chance it has of evad- 
ing submarine attacks, so that our policy is to get as much speed as we 
‘an ineach ship. We have an agreement here with Mr. Morse, signed 
by the Secretary of the Navy, which states that we would like to get 
at least 18 knots in each ship that is built and as much as 20 for amphib- 
ious ships. We do not demand that this amount of speed be placed 
in each ship, but each case is decided on its merits and, if a construction 
subsidy is involved, the Secretary of the Navy considers the ship as an 
individual case to approve for the Navy the speed which it proposes to 
put into the ship. If there is no construction subsidy involved, the 
Maritime Administrator makes the determination on what is accept- 
able. 

The Cuatrman. Last night on the news broadcast it was said that 
you are going to have submarines that go 60 miles an hour under the 
water. What effect is that going to have on speed eventually ? 

Admiral Conutns. Well, it will make it very difficult for a merchant 
ship traveling at 20 knots to evade a submarine under those conditions. 
During World War II the so-called monsters, which were capable of 
20 knots, almost invariably could sail singly with a good chance of 
getting through. With the increase in submarine speeds underneath 
the surface, of course, we need higher speeds for surface ships, and 
it is for that reason that we are seeking them. 

The CuarrmMan. But you said the Navy did not demand the speed. 

Admiral Couiins. That is right. 

The CuatrMan. But the operator does not get the final approval of 
his proposed replacement program unless he does agree with this 
speed. 

Admiral Conutns. No, sir. I do not believe that that is true. We 
seek 18 knots, but we have an agreement. Shall I read the specific 
cases which we have? I think it will clarify it. 

The CuarrmMan. Yes. 

Admiral Coturins (reading) : 

For those ships which are suitable for speedy and economical conversion to 
naval or military auxiliaries, a minimum speed of 20 knots is desired. 

For those ships which are suitable for use by the United States Government 
in time of war or national emergency, a minimum speed of 18 knots is desired. 

For ships of less than 8,500 deadweight tons, excluding passenger ships, the 
best suited commercial speed is acceptable. 

The Cnatrman. What was that tonnage? 

Admiral Coturns. 8,500, sir. 

For tankers where a trade-in allowance under section 510 (h) of the Merchant 

Marine Act of 1936, as amended, is involved, speeds of from 16 to 20 knots are 


acceptable, seeking wherever possible an 18-knot speed even though the payment 
of a national defense allowance is involved. Where no trade-in allowance is 
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involved, the best suited commercial speed as determined by the Maritime 4“ 
ministrator and/or the Federal Maritime Board, but not less than 16 knots, is 
acceptable. 

The Cuarrman. What does that trade-in allowance have to do with 
the setting of the speed ? 

Admiral] Coiziins. Where trade-in is involved Government funds 
are involved, and perhaps we should have something to say about what 
speed goes into the ship. 

The Cuarrman. Otherwise there would be a subsidy. 

Admiral Cotuins. Sir? 

The Cuairman. Did you mean that where subsidy and trade-in 
allowance are involved you would have more jurisdiction over speed ¢ 

Admiral Coturns. No. 

The Cuatrman. Read the sentence. 

Admiral Cotuins (reading) : 

Where no trade-in allowance is involved, the best suited commercial speed as 
determined by the Maritime Administrator and/or the Federal Maritime Board, 
but not less than 16 knots is acceptable. 

The CuairMan. But otherwise it would be a higher speed. 

Admiral Cotirs. If we can get it. 

Perhaps I can clarify this. We had quite a time determining how 
to acquire this speed. As far as the Navy is concerned, it is an effort 
to get what speed we can into the ship without recommending changes 
which will materially change the plans. We have no way of forcing 
it unless the Maritime Administrator is willing to provide a national 
defense subsidy to acquire it. 

The Cuatrman. You have no way of enforcing it but, as Mr. Morse 
and the committee discussed, the reason they have no additional funds 
in the appropriations is that the programs ‘that the various operators 
have designed to put into effect with replacement of their fleets have 
been del: ayed. That is what we are interested in here. We are in- 
terested in expediting these programs because by the delay of the 
program not only has it cost us in subsidy but it has cost private oper- 
ators in increased cost. Since you are so interested in the replace- 
ment of this fleet, what have you done to try to get some steel to build 
these ships that you are so desirous of building ? 

Admiral Cortins. We have done nothing about that, sir. 

The Cuatrman. You get priority on battleships and other war 
ships. It is generally understood that you cannot successfully operate 
without this auxiliary commercial fleet of which we are talking. 

Admiral Coturns. That is right. 

The CuarrmMan. Do you not think you should do a little something 
to try to help them get some steel to try to build it to the place you 
want ¢ 

Admiral Coriins. We will support the Maritime Commission in 
their efforts to get whatever is necessary to build new ships. 

The Cuarrman. That is very splendid, but you know that when the 
national defense speaks everybody around here sits up and takes 
notice and so would the Office of Defense Mobilization. If you told 
Mobilization that you would be greatly handicapped and crippled in 
respect to the national defense should you not have this reserve fleet, 
this ready operating American-flag fleet, you would have more in- 
fluence than anyone else could have. 
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Admiral Cott1ns. I would like to reply to that, sir, by saying that 
these plans for construction of new cargo ships ‘to replace those in 
the fleet have just come into the market. 

The Cuarrman. What would be the period of just coming into the 
market ? 

Admiral Cot11ns. Well, around the end of January. 

The CuarrMan. Have they not been pending for a year ? 

Admiral Cottans. They have not come to our attention, sir, before 
that. With these new arrivals our procedure is to present them to the 
Bureau of Ships for comment as to their suitability, technical advice. 
We ask MSTS what purpose they might serve in their organization. 
We even refer them to the Transportation Corps of the Army for 
comment. 

The Cuarrman. You would not mind the record showing that it 
would be very pleasing to you and to the national defense if Defense 
Mobilization would make some arrangements to get a little more steel 
for the shipyards so that these ships w ould be built ? 

Admiral Coturns. No, sir. I have no objection to that. 

The CHarrman. That would be a fine endorsement on your part 
and on the part of the agency that you represent. 

Mr. Mainirarp. Would the chairman yield ? 

The CHarrmMan. Mr. Mailliard. 

Mr. Marurarp. On page 11 of this joint MarAd-Navy planning 
group statement on which I certainly would like to focus attention, 
there isa statement under paragraph 9¢: 

The group feels that the use of priorities by DOD for ships should be extended 
to merchant ships construction when industry fails in peacetime to provide enough 
materials to permit the maintenance of an adequate shipbuilding and ship-repair 
mobilization base. (This is presently true with respect to a shortage of ship- 
building steel. ) 

I hope that perhaps the Chief of Naval Operations might find him- 
self in agreement with that and put a little steam behind it. 

The Cuarrman. I am glad you called that to the attention of the 
committee and got it in the record. 

Mr. Totierson. Mr. Chairman. 

Did you take into consideration, when you approved or did not ap- 
prove tankers, the contemplated or current tanker program? Did 
that have an effect ? 

Admiral Cottrns. May I refer that to Admiral Gano. 

Admiral Gano. We took our inventory as of the 31st of December 
of last year, for instance, and it does not take into consideration any 
shipbuilding since that time. When the inventory is next taken on 
the 30th of June and also the next 31st of December, that inventory 
will include those ships which are building at the time. 

Mr. Totierson. I have one other question. The mere fact that you 
suggest a deficiency of ships for mobilization purposes indicates that 
the Defense Department considers the American merchant marine 
essential for war purposes. 

Admiral Cotiins. Absolutely. 

Mr. Totterson. That is not only the position of the Navy, but that 
is the position of the Defense Department. 

Admiral Cottrns. That is correct. 

Mr. Totierson. That is all, Mr. Chairman. 
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Mr. Auten. Mr. Chairman. 

The Cuarrman. Mr. Allen. 

Mr. Auten. Mr. Chairman. 

Admiral, referring again to the letter which Secretary Thomas 
wrote to me under the date of February 20, 1957, and going back to 
this question of effective United States control, he says at the outset of 
the letter, talking about the subject: 


In cases where vessels are transferred to foreign registry, a careful investiga- 
tion is made in each case to insure— 
(1) That the ship is not needed for national defense purposes. 


Is it still true that no consent to transfer would be given on the part 
of the Navy unless it was determined that the ship was not needed 
for national-defense purposes? I have in mind particularly transfers 
of the T-2 tankers and now some Victorys and ships of that type. 

Admiral Contins. Where new construction is a consideration we 
do not object to trade out provided the usual arrangements are made 
by Maritime to assure that the ship will be under effective United 
States control. 

Mr. Auten. Thank you, Mr. Chairman. 

The Cuarrman. Without objection, the letter will be made a part of 
the record. 

(The letter referred to follows :) 


DEPARTMENT OF THE Navy, 
OFFICE OF THE SECRETARY, 
Washington 25, D.C., February 20, 1957. 
Hon. JoHN J. ALLEN, Jr., 
House of Representatives, Washington 25, D.C. 


My Dear Mr. ALLEN: At a recent meeting you asked for information on pro- 
visions which are in existence for gaining control of United States owned ship- 
ping which is flying foreign flags. 

In cases where vessels are transferred to foreign registry, a careful investiga- 
tion is made in each case to insure: 

(1) That the ship is not needed for national defense purposes. 

(2) That the Maritime Administration considers the ship is not needed to meet 
the requirements of foreign and domestic commerce of the United States. 

(3) That the Department of State determines that the transfer of registry is 
not inconsistent with the foreign policy of the United States. 

(4) That the Office of International Trade, the Director of Naval Intelligence 
and the Central Intelligence Agency considers that the transferee is of good 
character and integrity and can reasonably be expected to carry out the condi- 
tions imposed on the approval of the foreign transfer. 

When the above conditions have been satisfactorily met, the transfer may be 
made subject to the following conditions : 

(1) That the ship shall not engage in any trade prohibited to the United States 
flag ships. 

(2) That the ship shall be chartered to the United States on demand. 

(3) That there shall be no change in registry without prior approval of the 
Maritime Administrator. 

(4) That a surety bond guaranteeing adherence to the conditions imposed by 
the Maritime Administrator shall be provided. 

It would seem, therefore, that from the viewpoint of management control, 
there is reasonable insurance that these ships will be made available for use in 
event of an emergency. 

The conditions described above refer primarily to slow speed, overage ships 
transferred on an individual basis. In the case of ships not considered over age, 
or which are otherwise considered suitable for national defense purposes, trans- 
fers are permitted only upon condition that compensatory newly constructed ton- 
nage for United States flag operation is contracted for. Conditions of transfer 
similar to those set forth above are imposed. 
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The Joint Chiefs of Staff review annually merchant shipping requirements and 
availabilities and are concerned with our effectiveness of control. Foreign reg- 
istry ships which we consider to be under effective control are under the flags of 
one of the following countries: Panama, Liberia, Honduras, Venezuela, and the 
Republic of the Philippines. In every case the laws of these countries do not 
prohibit the foreign (United States) owners from making available the ships to 
the United States Government in time of war or emergency. 

In order to assure a capability to meet military shipping requirements imme- 
diately upon the outbreak of a war or in case of national emergency, agreement 
has been reached by the Department of Defense and the Department of Commerce 
for transfer and preallocation of United States controlled shipping to DOD 
(MSTS). 

As you know, the actual authority for gaining control is vested in section 
902 (a) of the Merchant Marine Act of 1936, as amended. 

If I can be of any further assistance in this matter, please call on me. 

Sincerely yours, 
CHARLES §. THOMAS, 
Secretary of the Navy. 

Mr. Maruuiarp. Mr. Chairman. 

The Cuatrman. Mr. Mailliard. 

Mr. Maituiarp. Admiral Collins, when you read the number of ships 
that are considered deficient on page 7 of this report, no tankers 
are mentioned, no passenger vessels are mentioned. Yet in the dis- 
cussion on the pages prior to that there is an indication of a very 
definite deficiency, so that it would seem to me that those figures that 
you read ought to be qualified by saying that this is the quantitative 
deficiency as of now and has no reference to the qualitative deficiency 
which is quite severe in both the other categories; is that correct? 

Admiral Cotirns. That is quite true. 

Mr. Mam1arp. So that I think we are not really getting at this 
thing, Mr. Chairman, by talking about numbers of national ships that 
are actually nonexistent that would be required for mobilization. We 
do not get the picture unless we also talk, as is brought out in other 
parts of this report, about the fact that even though the ships may 
exist that can carry the number of barrels of oil or the number of 
personnel, that they are inadequate in speed and they are inadequate 
in the fact that they are obsolescent, so that there is a great deal more 
deficiency, as I interpret this report, than brought out by just listing 
that construction program. 

Admiral Cottrns. Yes; in terms of old age and inadequacy for the 
purpose for which we would like to use these ships. 

Mr. Matiuiarp. I notice with reference to tankers, about which we 
have had a good deal of discussion, that there is a statement here in 
the report starting at the bottom of page 10 in paragraph 9, that really 
gets at the discussion we have had: 

Only 40 percent of the tanker capability has speeds of 15 knots or greater and 
65 percent of the tanker capability becomes obsolete between 1963-66. 

It seems to me that that is a deficiency. Certainly we have been 
told here on previous occasions that one of our big needs was new 
passenger vessels convertible to troop transports and, although you 
do not list it under the building program, it is mentioned here that 
only 9 percent of the passenger capability is capable of 20 knots or 
greater; 91 percent of it becomes obsolete between 1963 and 1966. 
They are going to be deficiencies soon, although they are not so, 

technically, today. 

Captain ‘Scunapie. Mr. Mailliard, you will recall last June 19, 
when we were discussing the replacement of the U. S. S. America, at 
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which time I believe Admiral Good, testifying for the CNO, pointed 
out what you are talking about, namely, the qualitative deficiency 
within our transport capability, I think the statements he made at 
that time are true today. We have not essentially increased our trans- 
port capability in the interim. 

Mr. Marurarp. I suppose the two Oceanic ships are the only ones 
that have come into existence since then ? 

Captain Scunas_e. They are about the only two. 

Mr. Maitrarp. That is all I have, Mr. Chairman. 

The Cuatrman. Mr. Pelly. 

Mr. Petuiy. Admiral Collins, I notice in the April 12, 1957, 
MARAD-Navy planning report that there is no reference to the evalu- 
ating of personnel requirements in connection with the transportation 
capabilities. Have we such an analysis? My colleague, Mr. Mailliard, 
has referred me to “f” under “Manpower.” 

No ready source of recruitment for merchant marine personnel to man ships 
to be activated earliest. There is no organized Ready Reserve of such personne! 

My question has been answered. Is anything being done about that / 

Admiral Couurns. I do not believe there is. 

Admiral Gano, There are some studies between the Maritime Ad- 
ministration and Navy and ODM concerning it, but at the present time 
there is no definite answer on it. 

Mr. Petuy. Could it be that we are paying a lot of attention to the 
adequacy of ships, and yet we could not even man those ships to 
operate them ? 

Admiral Gano. I think we would have difficulty, Mr. Pelly, in 
manning those ships as fast as we would want them, at the present time. 

Mr. Marrrano, Would you yield ? 

Mr. Petry. I yield. 

Mr. Marui oe: I would like to make a comment that, just in scan- 
ning this report, it seems to have been very well done and it raises a 
number of interesting points. On this manpower question, just as the 
military services are now coming into a position where they no longer 
have an automatic reserve of World War II that is effective, I, for one, 
think Mr. Pelly has emphasized a very important point. "Maybe we 
had better start thinking about whether the merchant marine is not in 
the same spot that the militar y services were getting into, and we have 
had very important shifts in the Reserve program in the last year or 
two to try to correct that. 

Admiral Witt. Might I speak to that, Mr. Mailliard ? 

Mr. Mariut1arp. Surely. 

Admiral Witt. There has been considerable discussion in the De- 
partment of Defense on that very subject, as to the fact that there is 
no organized definite merchant marine reserve as such. The attempt 
was made to include a provision for it during the hearings of the Re- 
serve Act of 1955, but that was voted down. It has been pointed out 
consistently that we have these graduates of the Maritime Academies 
rolling out year after year and no attempt is made to maintain track of 
those or to form them ‘into a reserve where they w ould become available 
to the merchant marine in time of an emergency, in time of war. Un- 
der present conditions and under the present procedures, every effort 
is made to commission those boys in the Naval Reserve, with the result 
that when an emergency comes they become immediately available to 
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the Navy, who has first call on them, not to the American merchant 
marine for the private-industry ships. 

The same thing can be said about the unlicensed personnel. There is 
no effort being made to maintain a file of those people and keep them 
readily available. I think we all know what happened during the 
Korean emergency, when we had ships fully loaded swinging around 
the hook while we had recruiting teams out in the Middle West trying 
to find men to man the ships. 

Mr. Matuurarp. Mr. Chairman, may I say one more thing ? 

The CuarrMan. Yes. 

Mr. Marrarp. In scanning this report, I think it has a lot of sig- 
nificance. I would hope that we could get Admiral Gano and who- 
ever represented Maritime as the cochairman of this planning group 
to discuss this with us after we have had a chance to read it over and 
think about what questions we would like to ask. 

Admiral Witt. Admiral Ford was the cochairman. 

Mr. Auten. Admiral Will, in connection with the shipyard mobil- 
ization base, it has been told to us that they can expand by bringing 11 
unskilled people in to be supervised more or less by each one who has 
the experience that comes from being part of the base. Is there any 
similar situation with the conditions afloat? In other words, if we 
have 1,100 ships in the operating merchant marine, would that indi- 
‘ate that we would have officers and unlicensed personnel that might be 
divided among 2,000 or 3,000 ships in order to start the operation ? 

Admiral Wii. I think that is what would probably have to be done, 
and that you would have to take your available personnel that are on 
the ships and reduce the numbers down, take them off and put them on 
other ships as skeleton crews in order to get those ships moving and 
get them activated, and, while that is being done, recruit the balance to 
fill out the ships. 

Mr. ALLEN. That brings me to the next question. How many skele- 
ton crews could you take out of the present operating merchant marine, 
which is about 1,500 ships ? 

Admiral Wint. Well, that is a difficult question to answer without, I 
think, considerable study, Mr. Allen. I think that we could probably 
work up an answer tothat. I would hate to guess at it. 

Mr. Aten. Incidentally, on another subject, I noted in the last 
document that came from the Merchant Marine Academy that there 
was a tabulation of the graduates of the last 5 years, showing who went 
to sea on merchant ships, who went to the Navy, and who was work- 
ing in the maritime industry on shore, and I was surprised to see the 
figure of about 90 percent of the graduates either afloat or in shoreside 
industry positions. Thank you, Mr. Pelly. 

Mr. Petty. Mr. Chairman, it seems to me that this testimony does 
point up the need for and importance of a careful analysis of the 
deficiency of personnel tying in also with the deficiency of bottoms. 
I would agree with Mr. Mailliard’s suggestion that we should follow 
that matter at a later date. 

The CrarrMan. I wish the staff would take note of that and sched- 
ule a hearing for that. Are there further questions? 

Admiral Collins, in your general statement, in your summary of 
deficiencies of ships in reserve, what, if any, interest has the Chief 
of Naval Operations’ Office taken in giving consideration to a subject 
in which this committee has been interested, the lift-on, roll-on, roll- 
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off type of ships, so as to revitalize our coastal and intercoastal trade 
and have it as an adjunct of the national defense ? 

Admiral Cotzins. We have given it every support that we can. 
The only objective one that I can think of at the moment is that we 
departed from the trade-out provisions for new construction in favor 
of a trade-out for a conversion because we would like to see these ships 
built in order to test their capabilities for MSTS and for amphibious 
operations. 

The CHatrman. On some previous hearings the Navy strongly 
testified in favor of this. Still, we have not had much headway made 
on it. Is your Department encouraging the implementation and ini- 
tiation of such a service ? 

Admiral Cotirs. To the maximum, sir. 

The Cuarrman. To the maximum? 

Admiral Coturns. Yes, sir. 

The Cuarrman. With the Maritime Administration ? 

Admiral Cotirns. In cooperation with the Maritime Administra- 
tion. 

The Cuarrman. Thank you. 

Are there further questions ? 

Mr. Marruiarp. May I ask one more question, Mr. Chairman ? 

The CHarrmMan. Yes. 

Mr. Marri1arp. I think this is in the testimony, but I want to be 
sure you understood it, Admiral Collins. Actually, from a mobiliza- 
tion point of view, you consider foreign-flag vessels under effective 
United States control more valuable than those in the laid-up fleet. 

Admiral Cotirns. That is correct. 

Mr. Mariurarp. I suppose the reason is that they are operating, and 
you can get them in a hurry. 

Admiral Coturs. That is correct. 

Mr. Maruii1arp. If that is true, do we have any means whatsoever 
to check the crews of those ships for security ¢ 

Admiral Cotiins. No; not within the Navy. 

Mr. Mariiarp. It seems to me that that might be something that 
would be worth consider ing, because the only reason, as I see it, that 
they are more valuable is that they are operating and manned and 
you can use them. We might have quite a problem i in using them for 
mobilization purposes if we had no means of screening the personnel. 

Admiral Cottins. Well, that is true. We have no means of screen- 
ing the personnel. I believe it has been stated before this committee 
that ships under foreign flag, like Liberia, have French crews and/or 
German crews, and we have no control. 

Mr. Mariitarp. Well, of course, if we could take effective control 
of the ship, we could replace the crews, if we had the people to replace 
them with, but we pretty obviously would not have, it seems to me. 
I wonder whether one of the conditions under which we would transfer 
and consider them under effective United States control would be to 
insist that the crew members at least be citizens of friendly rather than 
unfriendly countries. I do not know anything that would prevent 
a Liberian operator from having a Soviet citizen on the crew, do you? 

Admiral Cotuins. No, sir: I do not. 

Mr. Mamu1arp. That could be an additional condition that might 
give us a greater degree of security. 
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Admiral Cotuts. I think it is a good suggestion. 

Mr. Mariurarp. That is all, Mr. Chairman. 

Mr. Totierson. Mr. Chairman. 

Along that point, if you want to take a ship that is under foreign- 
flag operation, and you say that will be the No. 2 category of ships 
to be made available, you do not have to take the crew, do you? 

Admiral Coturns. No, sir. 

Mr. Tot.Erson. So that, if you have any question, you would remove 
them. 

Admiral Cotiins. We would remove them then. 

Mr. Martiiarp. You cannot replace something with nothing, though. 

Mr. Totirrson. Again, in that connection, that ship is preferable 
to the one in the reserve fleet, even without any crew, because it is 
in operating condition, ready to go right now. 

Admiral Cotirns. We can get it right now. 

Mr. Totterson. You do have American management. 

Admiral Cottrns. We have American management control, and the 
method they use to determine the crew is up tothem. We have no con- 
trol over that. 

Mr. Totierson. I was not taking a contrary position to that of Mr. 
Mailliard with respect to giving consideration to the matter of screen- 
ing personnel. I was just trying to point out, if I could, that the 
ships were more valuable even if you did not take any of the crew. 

Admiral Cottins. I believe we would find ways of controlling the 
crew if it became necessary to take these ships over. 

Mr. Totuerson. I have no further questions. 

The Cuarrman. The committee will stand adjourned until] Tues- 
day morning at 10 a. m. : 

(Whereupon, at 12 o’clock noon, the subcommittee recessed, to re- 
convene at 10 a.m., on Tuesday, May 14, 1957.) 








STUDY OF VESSEL TRANSFER, TRADE-IN, AND 
RESERVE FLEET POLICIES 


TUESDAY, MAY 14, 1957 


Hovuskr or REPRESENTATIVES, 
SvuBcOMMITTEE ON MercHant MARINE OF THE 
CoMMITTEE ON MrercHANT MARINE AND FISHERIES, 
Washington, D. C. 
The subcommittee met at 10 a. m., pursuant to recess, in room 219, 
Old House Office Building, Hon. Herbert C. Bonner (chairman) pre- 
siding. 
The CuatrmMan. The committee will come to order. We will resume 
the hearing with Admiral Collins. 


STATEMENTS OF J. M. WILL, VICE ADMIRAL, USN, COMMANDER, 
MILITARY SEA TRANSPORTATION SERVICE; HOWARD L. COL- 
LINS, REAR ADMIRAL, USN, ASSISTANT CHIEF OF NAVAL OP- 
ERATIONS (LOGISTICS); ROY A. GANO, REAR ADMIRAL, USN, 
DEPUTY COMMANDER OF THE MILITARY SEA TRANSPORTATION 
SERVICE; AND A. G. SCHNABLE, CAPTAIN, USN, OFFICE OF 
PETROLEUM AND TRANSPORTATION OF CHIEF OF NAVAL 
OPERATIONS—Resumed 


Admiral Coturns. May I open the proceedings, Mr. Bonner, and 
make a correction in the record ¢ 

The Carman. Yes, sir. 

Admiral Cotuins. There was an inadvertent typographical error 
in the memorandum which I gave to the committee about the speed 
agreement. I stated that for those ships which are suitable for speedy 
and economical conversion to naval or military auxiliaries a minimum 
speed of 18 knots is desired. The correct statement is 20 knots. I 
would like to correct that statement. 

The Cuatrman. What shipsare they? Are these dry-cargo vessels ? 

Admiral Couturins. Yes, sir; these are ships suitable for speedy con- 
version to a naval or military auxiliary. 

The Cuarrman. What type of ship would that be ? 

Admiral Cotiins. That would be any type, sir. 

The CHarrmMan. What is the difference? Why do you have these 
different speeds? It is difficult for anyone but the professional to 
understand why you have these various speeds. 

Admiral Coutuiins. Well, we have a minimum speed of 20 knots for a 
vessel which may be compelled to travel with combatant types, par- 
ticularly amphibious, cargo ships, and treop ships. We ask for a 
minimum of 18 knots in other types to meke it better protected by 
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undergoing convoy or when traveling alone. We feel that those are 
the minimums. We would like to have higher speeds but we can only 
get what industry is willing to build based upon their commercial 
usage. 

The Cuarrman. Mr. Drewry. 

Mr. Drewry. Along that line, Admiral, what is a naval auxiliary ’ 
How do you know what ship, when it is built for commercial] purposes, 
will become a naval auxiliary in time of emergency 

Admiral Cottins. The plans are submitted to the Bureau of Ships 
and, if the vessel is to be converted to a naval auxiliary, we try to get 
built into the ship certain characteristics which would improve its 
compartmentation in case it is damaged, which would improve its 
speed, which would include features which are suitable for the things 
that we would have to put into it which are peculiar to the Navy, such 
as extra communication facilities, accommodations for a larger num- 
ber of men; in general, the items which would make it suitable to fly 
a commission pennant. 

Mr. Drewry. What I am getting at is that you presumably have 
within the Department some conception of the numbers and different 
types that you would like to have available in the event of various 
combinations of emergency requirements. Yet, do you apply your de- 
termination on every ship that is to be built and operated under sub- 
aa Do you classify all of them as potential naval auxiliaries? 

(dmiral Coniins. No; we do not. 

Mr. Drewry. There are varying speed requirements for merchant 
ships for the different trades in which they operate. Some of the 
trades require higher speeds and some require slower. Do you take 
mto account the fact that in the normal commercial reguirements there 
will be, in the subsidized fleet at least, certain specific requirements as 
to numbers to meet commercial needs ? 

Admiral Coturns. Yes. Any increase in speed which we can get, 
say a knot or knot and a half, without changing the basic design of the 
ship, we seek even if we have to pay a national defense subsidy to ob- 
tain it. 

Mr. Drewry. Then there would be ships to be built for other sub- 
sidized operators where the commercial requirements of their trade 
call for lower speeds. Would you consider that they, too, would be- 
come naval auxiliaries ? 

Admiral Cotitns. No, sir. A good example of a ship that would 
become a naval auxiliary is a Mariner. It has built into it features 
which we can utilize asa naval auxiliary. 

The Cratrrman. Those Mariners were built just on a program by 
the Government itself. 

Admiral Cotirns. Yes, sir. 

The CHarrMan. What interests me to a great extent is the delay that 
has been caused by this item. Here are individual operators who are 
anxious to replace their fleet. They have been dickering back and 
forth between the Navy and the Maritime and all the time the cost 
goes up and they are the ones who are penalized. When you mention 
the Mariner fleet, that was just an out-and-out Government operation 
to build the Mariner-type vessels. We went ahead and did it. 

This thing has caused thrifty businessmen and our American-flag 
operators to be delayed in replacing their fleet which they are anxious 
to do. How are we going to get that thing cured? 
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Admiral Couurns. I believe it is cured now, Mr. Bonner. 

The Cuarrman. It has been about a year in process; has it not? 

Admiral Cotuins. To my best know ledge, we received the first plans 
about January. 

The Cnatrman. Well, it is half a year 

Admiral Conitins. Many plans have been approved and have gone 
forward. There have been one or two whose technical characteristics 
raised some question by the Bureau of Ships and some time was spent 
in ironing out what we really wanted in that type of ship. I believe 
now that we have come to a complete understanding, and the re- 
mainder of the requests which we receive from Maritime, to pass on 
the acceptability of a ship will go forward very rapidly. 

Mr. Drewry. In your stated requirements for desirable types of 
ships in the active operating United States merchant fleet, you mention 
in addition to those that are suitable for economical and speedy con- 
version into naval or military auxiliaries, dry-cargo ships otherwise 
suitable for the use of the United States Government in time of war 
and national emergency which should have a sustained sea speed of 18 
knots or greater. What would be an example of that class of ship 
as against those that are not suitable? 

Admiral Cotiins. Any ship that is superior qualitatively to those 
which are presently in the reserve fleet. 

Mr. Drewry. How would the United States Government in time of 
war or national emergency use them in any manner different from 
those that would be auxiliar! 

Admiral Con.rns. aniieipelte would become a part of the United 
States fleet manned with Navy personnel and would perform the funce- 
tions of attack cargo ships, APA’s, attack transports. 

Mr. Drewry. Command ships. 

Admiral Cotiins. Command ships; but the ship that is useful to the 
United States in time of war would only be used to carry military 
cargo from point-+to point. 

Mr. Drewry. Two years ago or thereabouts, when the subject of a 
shortage of tankers in the reserve fleet came up and the 510 (h) leg- 
islation was requested, at that time, as has been brought out several 
times in these hearings, the emphasis was on a positive requirement of 
tankers of 18 knots or greater. Now, I notice that your requirement 
on tankers is a minimum of 16 and up to 20 knots. Why should 
there be that distinction in the case of tankers? 

Admiral Cotiins. The Navy Department’s policy with regard to 
speed of tankers is that policy which has been approved by the Na- 
tional Security Council and was most, recently reiterated in the joint 
agreement between the Navy and the Maritime Administration. This 
police: y is: 


For tankers where a trade-in allowance under section 510 (h) of the Merchant 
Marine Act of 1936, as amended, is involved, speeds of from 16 to 20 knots are 
acceptable, seeking wherever possible an 18-knot speed even though the payment 
of a national defense allowance is involved. Where no trade-in allowance is in- 
volved, the best suited commercial speed as determined by the Maritime Ad- 
ministrator and/or the Federal Maritime Board, but not less than 16 knots, is 
acceptable. 


Mr. Drewy. Again, why would 16 knots be an acceptable minimum 
in the case of tankers and not in the case of dry-cargo? 
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Admiral Cottrns. I believe the reason is that the National Security 
Council made that decision. 

Mr. Drewry. Has the subject of dry-cargo speeds been before the 
National Security Council ? 

Admiral Cotiins. Not tomy knowledge. 

Mr. Drewry. Do not the dry-cargo and tanker ships run together 
or have the same deadlines to meet, the same problems to cope with 
in the emergency situation ? 

Admiral Cottins They might. Dry-cargo ships and tankers might 
run in convoy together. ‘We would prefer 18 knots, but we feel that, 
since the National Security Council has determined that it is 16, we 
have to abide by that decision. 

Mr. Drewry. It would not be because maybe the applicants for 
trade-in would not be agreeable to having defense features and want 
only 16-knot ships? 

Admiral Cottins. No. What prompted that decision is unknown 
to me. 

Mr. Drewry. You mentioned a distinction between vessels traded 
in under 510 (h) and vessels otherwise built. Why should there be 
a distinction between what your requirements, or even the Govern- 
ment’s demands, should be in the case of a vessel built under 510 (h) 
and one built pursuant to a trade-out or transfer agreement ? 

Admiral Couuins. Well, the reason is that, since we have to pay 
him if he trades it in, we feel we might legitimately exercise a little 
more control. 

Mr. Drewry. Well, you would not give your approval to the trans- 
fer of an active operating T-2 tanker of, say, 14 years of age unless 
there were to be some new building: would you? 

Admiral Corrixs. Was that a trade-out ? 

Mr. Drewry. Yes, sir. 

Admiral Cotiins. That is the policy. I think recently we decided 
to interpose no objection to the transfer of a T-2 tanker for a con- 
version—a roll-on, roll-off conversion. That is the first instance that 
I know of in which we have departed from the policy of a require- 
ment for new construction for a trade-out. 

Mr. Drewry. Well, is not the Government giving that man some- 
thing of equal or perhaps even greater value by approving the trans- 
fer than when they give him an allowance on a trade-in, even though 
there is no actual expenditure of appropriated funds? Have we not 
the right to ask him not only to not trade with Iron Curtain countries, 
for instance, and to have the traded out vessel available to the United 
States in time of war, but also to give us the speed we require and 
even the dimensions as to draft, size, and so on ? 

Admiral Cotiins. I believe that what you say may be true, but the 
Navy Department does not concern itse if with the particular ques- 
tion involved here. That is Maritime’s responsibility, from our view- 
point. 

Mr. Drewry. You concern yourself on vessels traded in. You con- 
cern meee on vessels which are built under construction subsidy, 
you concern yourself because of the interests of national defense and 
you approve the new building on transfers in the interests of national 
defense, so why can you not concern yourself about seeing that the new 
vessels that are built fully meet your requirements? The Govern- 
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ment is giving a valuable advantage to the man who transfers his ship 
foreign before it becomes overage. 

Admiral Cottins. We concern ourselves with what goes into the 
ship. We would like to have the best replacements qualitatively for 
those ships that are now in the back channel. The things that we 
concern ourselves with are the mutual concern of the Maritime Ad- 
ministration and us and we have these requirements set up with Mari- 
time for the replacement of ships in the Maritime fleet and we pass 
on their recommendations based upon the utility of the ship con- 
cerned to the Navy. So, in reply to your question, I think we are con- 
cerned to the extent that we want the best ships we can get to replace 
those that are gradually getting too old and obsolescent. 

Mr. Drewry. The question is prompted in part by the statement of 
the desirable characteristics of a merchant tanker from a defense 
standpoint which, although much larger than the T-2’s, is consid- 
ably smaller and of lesser draft and lesser speed than would seem to 
be the present trend of commercial buildings of vessels up to 100,000 
tons or more. Do you attempt, in your approvals on transfers, to keep 
an eye on the balance between the ships of the median size of 25,000 
to 38,000 tons, for instance, as against the trend toward the colossal 
super-super-tankers ? 

Admiral Cottins. Yes, we would prefer the 25,000- to 48,000-ton 
size that you mentioned because they are more readily convertible to 
our use. 

On the large tankers we have interposed no objection to 100,000-ton 
tankers because we feel that there is a need for one or more of those 
ships for point-to-point transfer of fuel. 

Mr. Drewry. But if it were to get to the point where there was, say, 
the sixth application or the fifth application for trade-out of a half- 
dozen or more active T-2’s in return for building a 100,000-ton ship, 
you might conceivably say “No.” 

Admiral Cottins. We would have to consider it on its merits, and 
it is quite probable that we might. 

Mr. Drewry. Do you receive each one of these cases to consider on 
its merits or do you have some general agreed understanding for guid- 
ance of Maritime? 

Admiral Coturns. Each case is considered entirely on its own 
merits. 

Mr. Drewry. In one instance that came up in the course of earlier 
testimony a total of 14 T-2’s and Libertys were transferred out and 
in the process of these several transactions, where approval had been 
given to the transfer out in return for new buildings, in the course of 
time 3, I believe, of the new buildings were likewise transferred out. 
Were you asked for your approval on that? There were two 25,000- 
ton tankers, I think, and one 46,000-ton. I may be wrong in my 
figures, but approval has been given to transfer because these ships 
were to be built for American-flag operation but before they were built 
they, too, were approved for foreign-flag transfer. 

Admiral Cotirs. I cannot identify that case. 

Mr. Drewry. Specifically, that was a series of so-called Niarchos 
group transactions. 
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Admiral Cours. I recall the 14 transfers but I do not recall that 
we were anne to approve transfer of the new ship, as I understood 
you tosay. I will be glad to check and supply the information. 

Mr. Drewry. As it stands right now, ultimately there are building 
or are to be built one 100,000-ton tanker and I think two 42,000-ton 
tankers. I would like to know whether you granted approval of that 
further transfer of the earlier new ships before the approval was given. 

Admiral Cotxrs. I’ would like to check. I do not recall. I have 
information here on the Onassis deal. I believe the facts would show 
that 14 ships were not actually permitted to be traded out for a smgle 
replacement but rather that the 14 ships were traded out for 3 ships 
whose aggregate tonnage was comparable to that of the ships traded 
out. As has been already indicated to the committee in the Fifth 
Interim Report of the Navy Planning Group there is an anticipated 
utilization for a limited number of large tankers. 

Mr. Drewry. That is Onassis. 

Admiral Cottrys. That is Onassis. 

Mr. Drewry. Niarchos is the one of which I was speaking. 

Admiral Couturs. I am not familiar with that and I will check 
and give you the answer. 

The CHarrmMan. Will you get that, Admiral, and put it in the rec- 
ord at this point ? 

Admiral Cotirns. I will send down the answer. 

(The information referred to follows:) 


DEPARTMENT OF THE NAvy, 
OFFICE OF THE CHIEF OF NAVAL OPERATIONS, 
Washington, D. C., May 27, 1957. 
Hon. HERBERT C. BONNER, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington, D. C. 


My Dear Mr. CHAIRMAN: Incident to my testimony of May 14, 1957, before 
the House of Representatives Subcommittee on Merchant Marine of the Com- 
mittee on Merchant Marine and Fisheries, the committee asked that I supply 
further information for the record with regard to transfers of ships by the 
Niarchos interests and the trade-in of ships by the M. A. Hanna Co. ‘The in- 
formation requested is set forth below. 

Our records indicate that, in the case of the Niarchos transaction, the Navy 
was not specifically consulted with regard to the trade-out aspect, and, since 
a differential construction subsidy was not involved, the plans were not reviewed 
as would otherwise have been required by section 501 (b) of the Merchant 
Marine Act. 

I indicated that I was unfamiliar with any trade-in proposal for the M, £ 
Hanna Co. From reading the newspaper clipping, it becomes evident that the 
proposal to which you were referring was identical to one forwarded to the 
Secretary of the Navy on November 9, 1956, by the Maritime Administration. 
This correspondence was reviewed as an application by Ore Transport Corp. 
and sought the Navy’s comment on the suitability of three converted C—4’s as 
additions to the national defense reserve fleet. The letter forwarded the plans 
and specifications of the proposed new combination bulk ore-oil carrier. 

On November 19, 1956, the Assistant Secretary of the Navy approved the 
plans and specifications as submitted and certified that the proposed vessel 
would be suitable for the use of the United States Government in the time of war 
or national emergency. 

By letter of November 21, 1956, the Secretary of the Navy offered no objection 
to the addition of the steamships Hawaiian and Californian to the national 
defense reserve fleet. 

On April 2, 1957, the Maritime Administrator asked that if it was concluded 
that any trade-in was not justified, would there be objection to transfer foreign 
of two of the C 4’s in conjunction with construction in a United States ship- 
yard of the proposed tanker-ore carrier. The Department of the Navy stated 
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that it was of the opinion that the steamships Hawaiian and Californian should 
not be traded foreign at this time. 

I trust that the information provided herein is that which the committee 
was seeking to incorporate in the record. 

With kindest regards. 

Sincerely yours, 

By direction: 

H. L. Coins, 
Rear Admiral, United States Navy, Assistant Chief of Naval Operations, 
Logistics. 

Mr. Drewry. In your statement the other day, you mentioned that 
the term “effective United States control,” or “effective management 
control,” was a planning concept, by which I understood it to be some- 
thing like the term “notional ships.” It is sort of a guideline that 
you have the active American-flag fleet and then this effective Ameri- 
san-control fleet. Do you likewise, in your planning concept, consider 
the NATO countries ? 

Admiral Cotiins. No, sir; we do not consider the NATO countries. 

Mr. Drewry. Why were Panama, Liberia, Honduras, Venezuela, 
and the Philippines considered to be the nations whose flags are ships 
under effective control? 

Admiral Cotiins. The Navy Department has no way of knowing 
why this isso. When transfers foreign are permitted, so long as they 
are made to flags of convenience and therefore are under effective 
United States control, there is no policy of preference for any flag 
from the Navy’s viewpoint. 

Mr. Drewry. In fact, I think you mentioned Venezuela and the 
Philippines whereas Maritime confines itself to Honduras, Panama, 
and Liberia. You do not care to what country it goes as a flag of con- 
venience / 

Admiral Cotiins. That is up to Maritime. We usually state that, 
as long as the usual guaranties are included in the trade-out as far as 
security is concerned and its availability to the United States in time 
of emergency, it is satisfactory. 

Mr. Drewry. What does “time of emergency” mean? Does that 
mean all-out emergency ¢ 

Admiral Cotims. An emergency is one which has been declared to 
be so by the President. The Korean situation, which is still extant as 
far as I know, is anexample. 

Mr. Drewry. Do you consider that effective contro] means any con- 
trol short of calling the ship back to take over? 

Admiral Cotiins. For our purposes it means that we can acquire 
that ship merely by asking for it. 

Mr. Atxen. I have been getting the idea that effective United States 
control means that you can effectively ask the management to do what 
it can, period. 

Admiral Cottins. Well, no, sir, that is not quite correct. We have 
agreements with the shipping industry on certain categories of ships 
that they will be turned over to the United States Government imme- 
diately upon request in time of emergency or that a fleet commander 
may take over control of the ship and make the request later in time 
of emergency. 

Mr. Auten. I will grant that that is effective United States control 
if the ship is within reach of a fleet commander, but is that not about 
all there is in effective control, for practical purposes? 
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Admiral Coturs. Well, we have signed agreements by commercial 
operators that they will turn these ships over to us on demand, as I 
stated before, and this applies to those under the United States flag 
and those under effective control as we have described it, and it will, 
I think, in the future extend to ships which are built overseas and 
are under foreign flag. 

Mr. Auten. What I was getting at was if the ship were away from 
a United States port and the owner ordered it back to be delivered and 
the officers and men on the ship did not see fit to bring it back, have 
you any effective control except what the management has? 

Admiral Coturns. Only by seizure. 

Mr. Auten. Thank you, Mr. Chairman. 

Mr. Drewry. Take a situation such as the Suez situation in the re- 
opening of the canal. Was any consideration given within the De- 
partment to directing the management owning those foreign-flag ves- 
sels to either stay clear of the canal or wait for further instructions 
or divert in some other direction than through the canal at that time 4 

Admiral Cotuins. Not to my knowledge. 

Mr. Drewry. Would the Navy be in a position to convoy those 
ships ¢ 

Admiral Cotiins. No, we would not, without some preparation. 

Mr. Drewry. And without some agreement with the country whose 
flag it flies. 

Admiral Cotiins. Yes; in the Suez situation I believe it was not 
declared a national emergency. Yet on the other hand we are still 
operating under a national emergency under the Korean emergency. 
To my knowledge, no effort was made to advise those ships what to 
do and there was no attempt made to convoy them anywhere. 

Mr. Drewry. As a matter of fact, there was one effective United 
States controlled ship that on its own managed to get trapped in the 
canal, I believe. 

Admiral Coturns. That is right. I have heard that. 

Mr. Drewry. What criterion does the Department of Defense have 
fcr approving vessels actually, either active vessels or laid-up vessels, 
for foreign transfer? For instance, there is talk at the present time 
of requesting legislation to authorize the transfer of several C-4 troop- 
ships to the Government of Italy, to transfer to a private operator to 
use in the migrant movement under the ICEM. Does the Depart- 
ment of Defense have a position regarding reserve fleet ships as to 
what classes should not under any circumstances be permitted to be 
transferred ? 

Admiral Coturns. There is a military mobilization requirement for 
all C-4’s now under the United States flag, including those which are 
operating and those in the national defense reserve fleet. Therefore, 
the Navy cannot agree to the transfer or sale of these ships unless 
positive advantage will accrue to the United States or to United States 
national interests. When specific legislation is proposed for this pur- 
pose it would appear that the position of the Department of the Navy 
would be that, since the mobilization requirement exists for these ships, 
a transfer or sale should only be permitted privoded the Department 
of State should positively determine that such transfer or sale is in 
the best national interest and would further the foreign policy of the 
United States. In any event, the Department of the Navy would 
strongly urge that the legislation provide for the recapture of these 
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vessels in time of war or emergency on a direct government-to-govern- 
ment basis. 

Mr. Drewry. So, as far as the C-4’s are concerned, there would have 
to be an overriding interest. Now, you mentioned that they have a 
mobilization requirement. Is that true of all ships in the reserve 
fleet ? 

Admiral Cotuins. Yes, sir; all ships in the reserve fleet. 

Mr. Drewry. They are all tagged in your planning for some par- 
ticular mobilization function. 

Admiral Cotiins. For some particular job. 

The Cuarman. Has this C-4 matter been brought to your atten- 
tion ? 

Admiral Cotuirns. Yes, sir. 

The CHarrman. It has been discussed with the Navy. 

Admiral Cotuins. We have heard of it. We have not been asked to 
pass on it yet. 

The Cuamman. You had that ready answer, so that it has been 
discussed with you by the State Department. 

Admiral Cotiins. It has been discussed with us not by State, but 
we have been advised that there is a proposal as mentioned by counsel 
for the use of these ships and we have not yet been asked to comment 
specifically. 

Mr. Drewry. I have just a little more, Admiral. Let us take another 
example. The steamship America is coming up for replacement before 
long. As of the present moment, what w ould be the Defense Depart- 
ment’s position about that vessel as to whether she should be permitted 
the transfer foreign or be retained in the defense reserve? 

Admiral Cotitins. The Navy’s interest is primarily one of having 
immediately available in time of war or emergency sufficient troop lift 

capability to meet our requirements. The troops transported should 

be moved rapidly in as safe a manner as possible. Therefore, if the 
Navy must face the problem of agreeing to transfer or sale foreign 
as an alternative to merely laying the America up in a reserve fleet 
and getting no newly constructed replacement tonnage, the decision 
most “probably would have to be to permit such a sale or transfer. 

Mr. Drewry. Then do you consider that under all circumstances, if 
new vessels would be built in return for using what could be realized 
from the sale either of privately owned ehipe or Government-owned 
ships to foreign sources, it would be preferable to have no reserve 
fleet ? 

Admiral Cottins. Would you repeat? Iam not quite clear. 

Mr. Drewry. Is effective United States control preferable to having 
a reserve fleet ? 

Admiral Coiuins. Yes, I have stated that before. We would rather 
have a ship under effective control operating than a ship in the reserve 
fleet in the back channel. 

Mr. Drewry. And carried to its logical extreme, would you rather 
see more ships under effective control and even be willing to see no 
reserve fleet at all? 

Admiral Couiins. Well, we would prefer to see all the ships that 
we require on mobilization actively operating, first being under the 
American flag and, if necessary, under foreign flag where we have effec- 
tive control, 
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Drewry. Admiral, one question came up and I do not know 
whether I understood it correctly or not. It was on the subject of 
building ore carriers for American-flag operations. Maritime, I 
understand, was advised that ore carriers were not of any interest to 
the De partment of Defense. Have you heard anything like that? 

Admiral Corrains. In the case of the ore carriers we advised Mari- 
time of some of their shortcomings with respect to stability, and I am 
thinking of one case. We advised that it had no military mobiliza- 
tion requirement and that it was not on the list of the ships required in 
mobilization. However, we do have an interest in these ships as re- 
placements for the obsolescent ones that are in the reserve fleet and it 
may well be that an ore carrier may be very useful to the Navy to carry 
military cargo in the event that all the ships that we had hoped to use 
are no longer available. 

Mr. Drewry. What about an ore carrier to carry ore in time of 
emergency? Is that not of concern to the national defense? 

Admiral Cotuirns. No, there is no military requirement of that 
nature. 

Mr. Drewry. Steel is needed for national defense. Is there not any- 
body in the Department of Defense that is concerned about the avail- 
ability in time of emergency of units such as an ore carrier even 
though it may not be needed in the Navy fleet? 

Admiral Coturns. I think the Office of Defense Mobilization would 
have an interest in that ore carrier for national purposes but, from 
a military viewpoint, we would not have the same interests that ODM 
would have. 

Mr. Drewry. If Maritime were considering an application for a con- 
struction subsidy, you would like to have an opportunity to look over 
the plans just as you do in any other ship ? 

Admiral Cottrns. That is right, because it becomes a new vessel 
which is eligible for the merchant marine reserve and the reason we 
offer no objection to that is because we see in each one of these an aug- 
mentation of the merchant marine reserve in new ships and better 
speed than those which we have now. We are trying to prevent the 
block obsolescence of what we have. 

The Cuamman. Do you have greater interest in an ore carrier that 
is said to be a carrier of ore and oil or both ? 

Admiral Cortins. We probably would have more interest in a com 
bination bulk carrier: yes, sir. 

Mr. Drewry. That is all, Mr. Chairman. Thank you. 

The CHatrMan. Was this Hanna transaction transmitted to you / 

Admiral Corus. I do not recall it, Mr. Bonner 

The CHarrmMan. You do not recall it ? 

Admiral Cotxins. No, sir. 

The Cuarrman. You do not know anything about it? 

Admiral Cotrtns. No, sir. 

The Cuatrman. Here is an article in the paper which says that— 
Treasury Secretary George Humphrey’s M. A. Hanna Co. is about to share in 
another Government subsidy. This one is for $7,200,000 for building a combined 
ore carrier and tanker. 

Ts a transaction for this type of vessel submitted to your agency for 
some discussion or consideration ? 

Admiral Cotitns. If Maritime is negotiating for the construction 
it will be submitted to us with the plans for comment. 
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The Crarrman. It says they are going to trade in one converted 
C-4 cargo ship. Was this transaction discussed by your division of 
the Navy / 

Admiral Coturns. No, sir. 

The Cuarrman. So that the record may show the subject that I was 
discussing with the admiral with respect to combination ore and oil 
carriers, I ask that this article be inserted at this point in the record. 

(The clipping referred to follows :) 


Treasury Secretary George Humphrey’s M. A. Hanna Co. is about to share in 
another Government subsidy. This one is for $7,200,000 for building a combined 
ore carrier and tanker. 

The Hanna combine will also benefit from a $2,900,000 trade-in on a converted 
C—4 cargo ship of wartime vintage. The Hanna Co. was headed for many years 
by Secretary Humphrey, and when he joined the Cabinet he did not sell his stock. 
Congressional committees have been threatening to investigate a possible con- 
flict of interest from the fact that Humphrey has benefited from various Gov- 
ernment transactions. 

The present Government handout, totaling over $10 million, will be paid by 
the Maritime Administration to Ore Transport, Inc., a company paYrtly owned 
by the Hanna Coal & Ore Corp., the National Steel Corp., which Humphrey con- 
trols, Wheeling Steel, Youngstown Sheet & Tube, and Armeo Steel. 

These companies, together with Republic Steel, are jointly developing the 
fabulous iron-ore deposits of Labrador and Quebec. They will use the new com- 
bination ore carrier and tanker to carry iron ore from Seven Isles, Labrador, to 
Baitimore and Philadelphia during the summer. In winter, when northern seas 
are frozen, the new ship will carry oil along the sunnier southern routes. 

The combination ore carrier and tanker will cost $17,903,292. However, Uncle 
Sam will bear 56 percent of the expense, so Ore Transport, Ine., will get its fleet 
addition for a mere $8 million. 

Theoretically, the Government subsidy is paid to permit United States ship- 
yards to survive against the competition of foreign shipbuilders with lower labor 
costs. Eyebrows will be raised by the present deal, therefore, because United 
States shipyards are thriving on orders resulting from the Suez Canal crisis. 
They’re fully occupied building tankers, but despite this the Maritime Admin- 
istration now proposes to pay a $10 million subsidy to an ore shipper closely 
identified with the Secretary of the Treasury. 

Admiral Cortins. We have received no request to my knowledge. 
If such has been presented, I would like to amend the record accord- 
ingly. 

The CuarrMan. That courtesy, of course, would be granted you, 
Admiral. I was surprised when you said that you had not been con- 
sulted about this transaction. 

All right, sir; that is all. 

Mr. Tollefson. 

Mr. Totterson. Admiral, I asked a question last week and I want 
to ask it again this week, to make sure that I get the matter in the 
record. In the Nav y plans or the Department ‘of Defense plans for 
mobilization, you have plans for the utilization of the ships in the 
reserve fleet, the ships under American flag, and the ships under for- 
eign flag that have been transferred under agreements for effective 
control ? 

Admiral Coturs. Yes sir. 

Mr. Totierson. And you have agreements with the management 
for the taking of ships under foreign flag? 

Admiral Couuins. Yes, sir. 

Mr. Totxierson. And that includes even the seizure without first 

requesting in some cases ? 
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Mr. Toutterson. All of which presupposes that in the event of 
mobilization you have need of the American merchant marine vessels 
plus these others. 

Admiral Coturns. Yes, sir. 

Mr. Touxerson. I think I gave as the reason for my question last 
week a comment that someone in the Defense Department had made 
to me in response to the question and it concerned me a little bit. I 
just want to make sure that the American merchant marine is just as 
important today as it was 20 years ago. 

Admiral Cottrys. It is very important. 

Mr. Touuerson. As far as the national defense is concerned ? 

Admiral Coxtrns. It is very important, sir. 

Mr. Toutierson. That is all, Mr. Chairman. 

The Cuarrman. Mr. Allen. 

Mr. Auten. Mr. Chairman. 

Admiral, getting back to this question of an operating foreign-flag 
ship under control being preferable to one in the laid-up fleet, if I 
understand, ships are transferred foreign in order to operate under 
different tax laws, possibly under different safety regulations and 
under different requirements as to crew. I think it is true that some 
nations have ships of different classes in a sense under which they 
might require a crew such as we require on an American ship, whereas 
on other ships they permit operations as though the ship were under 
a foreign flag without transferring it foreign. From your standpoint, 
would it be better to have two classes of American ships and permit 
the ships to be transferred to ships of the second class, as it were, and 
still keep the American flag on them but permit them to operate under 
the provisions under which these foreign-flag ships operate ? 

Admiral Cottrns. No, sir. Our stand is that we want first the ships 
operating under the American flag and we have no distinction as far 
as the ships operating under foreign flag are concerned except those 
which have already been stated: That they be under United States 
management, probably United States stockholders’ control. I do not 
know if this answers your question. May I ask if you mean categories 
in those ships which are under foreign flag ? 

Mr. Auten. No, to make a category of the ships transferred foreign 
but the category would provide that they could operate under all the 
conditions under which those ships actually operate but without a 
transfer of flag. 

Admiral Coitins. I do not think we could have that kind of con- 
trol, Mr. Allen. I do not know how we would exercise that kind of 
control of a ship under a foreign flag. 

Mr. Auten. I am contemplating a change of law which would per- 
mit the American-flag operation under those conditions, and wonder- 
ing whether that would be preferable from your standpoint. It would 
occur to me that there would be no foreign law which might conflict 
with the American law under which our American management would 
have to operate under a foreign law. 

Admiral Cotirns. I think our concern must be limited to what 
control we can get over these ships in the categories of United States- 
flag control and effective control. We feel that we have to accept this 
foreign-flag control in order to get new ships in the American merchant 
marine. We could not live with two standards, one under American 





yy ow 


STUDY OF VESSEL TRANSFERS 585 


flag and one under foreign flag with American standards. The Navy 

passes on these propos: ils presented by the Maritime Administration 
with a view to replacing the old ships that we have, and we feel that 
we cannot constitute a roadblock i in this operation in any way but we 
do what we can to improve our position in the event that we have to 
use the merchant marine ships in time of emergency or in time of war. 

Thank you, Mr. Chairman, 

The Cuatrman. Mr. Van Pelt. 

Mr. Van Petr. I have no questions. 

The Cnatrman, Mr. Mailliard. 

Mr. Mariitarp. I have no questions. 

The Cuarrman. Mr. Robeson 4 

Mr. Roseson. | have no questions. 

The Cuairman. Mr. Counsel. 

Mr. Drewry. Admiral, from what you have said, would it be fair 
to say that, from the standpoint of the Department of Defense, no 
objection would be interposed to the sale to foreign flag and foreign 
ownership under these conditions of so-called effective United States 
control of the C-2’s and C-3’s presently in operation if Maritime 
said their replacement was contemplated by that means rather than 
through trade-in ? 

Admiral Cotuins. Up to the present time we have not agreed to the 
trade-out of C-2’s, C-3’s, and C-+’s. If we did so it would have to be 
a decision on the merits of the case alone. 

Mr. Drewry. If effective control is effective, why limit the transfer 
approval only to those cases such as T-2’s and AP-2’s and Libertys? 

Admiral Cottrns. We would not necessarily limit the approval. It 
is not an approval. We would not interpose any objection but it so 
happens that the policy has been to hold the C-2’s, the C-3’s, and 
the C-4’s except for new construction. Before we would agree not 
to interpose an objection to the trade-out of ships like that to foreign 
flag we would have to look at what we were getting in return to build 
up our maritime reserve. 

The CHarrMan. Would it be better to have American companies 
operate under foreign flag than it would to have the ship transferred 
to foreign ownership, as to this effective control ? 

Admiral Coturs. As I understand, that is about the way it stands. 
The American companies are operating the ships under foreign flag. 

The CrHatrmMan. We speak, in this security operation which has 
been described. of foreign ownership. 

Admiral Coturns. Foreign corporations. 

The CHatrman. That is the only case. We do not transfer to for- 
eign citizens? 

Admiral Conurns. No, sir. 

Mr. Roseson. Admiral, the corporations are American owned with 
control by American management. 

Admiral Cotiins. Yes, sir. That is why we said that the effective 
control might be better called effective management control. 

Mr. Rosrson. ‘Transferred foreign means operated under foreign 
flag. 

Admiral Coturns. But with United States control. 

Mr. Rosrson. With United States control of the ship. 

The Cuatrman. Thank you very much, Admiral. 

Admiral Cotirns. Thank you, sir. 
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The Cuatrman. I would like the record to show that the committee 
is Vay y much pleased to have as one of the spec meses at this hearing 
Dr. C. Chu, Deputy eer ‘tor, Department of Navigation and 
Avi oie Ministry of Commerce, National Republic of China. 

Weare glad to have you with us, Doctor. 

Do you havea general statement, Admiral ? 


STATEMENTS OF J. M. WILL, VICE ADMIRAL, USN, COMMANDER, 
MILITARY SEA TRANSPORTATION SERVICE (Resumed) ; W. LYLE 
BULL, COMMERCIAL SHIPPING ADVISOR, MSTS; AND WILBUR 
L. MORSE, COUNSEL, MSTS 


Admiral Wiii. Mr. Chairman, I do have a statement here on what 
has actually happened to Public Law 575. It is a statement that, 
uninterrupted, would take me about 40 minutes to read, but I think 
if the committee is going to understand and have the whole story 
on our troubles with Public Law 575 I should be allowed to present 
it in its entirety. I would very much appreciate the opportunity to be 
able to do that, sir. 

The CHatmrman. Allright. You may proceed, sir. 

Admiral Witt. My name is John M. Will, vice admiral, USN. I 
am commander, Military Sea Transportation Service, and appet ir be- 
fore this committee with wer ific reference to the status of the tanker 
acquisition program of the Navy. For the most part, my statement is 
a detailed report of the efforts of the Navy to acquire tankers under 
Public Law 575, 83d Congress, 2d session. 

It a9 be recalled that Public Law 575 authorized the Secretary 
of the Navy to time charter not to exceed 15 privately owned tankers 
for a period of up to 10 years, and authorized the President to con- 
struct not to exceed 5 tankers. All of these tankers were to be newly 
constructed in American shipyards and to have a capacity of about 
25,000 deadweight tons and a speed of not less than 18 knots. 

Before discussing the action taken by the Navy to exercise the 
authority granted under Public Law 575, I should like to speak briefly 
regarding the origin and purpose of the legislation and to mention 
some of its provisions which have so effec tively dictated what the Navy 
could do to utilize the authority given to it. 

For some time prior to the enactment of Public Law 575, the Depart- 
ment of Defense had expressed to congressional committees its concern 
over the indicated deficit in modern tankers available to the Govern- 
ment of the United States upon mobilization. Asa means of improv- 
ing the position of the privately owned United States-flag tanker 
fleet, the Navy developed a program by which it proposed to time 
charter 20 newly construc ted ti ankers for a period of 10 years. each 
tanker to have a capacity of approximately 25,000 deadweight tons 
and a sustained sea spead of not less than 18 knots. ‘These tankers 
were to be constructed in United States shipyards and owned and 
operated under the American flag by private citizens of the United 
States. This proposed program was submitted by the Navv to the 
National Security Council, which gave its full approval. Then, in 
order that there might be no question of the authority of the Navy 
to enter into contracts of the nature proposed for a period of 10 vears, 
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the Navy actively sought legislative approval of its program. The 
enactment by Congress of P ublic Law 575 was the result. 

In its consideration of the Navy’s program to time charter these 
20 tankers, the Congress lunited the number of chartered tankers to 

15 but authorized the construction of up to 5 additional tankers from 
public funds, for which it appropriated $30 million. The Congress 
also imposed certain limitations on the chartering of the 15 t: ankers and 
on the construction of all 20 of the tankers. These limitations must be 
kept in the foreground of any discussion of the present program. 
They are as follows: 

~ (1) Charter hire shall not exceed $5 per deadweight ton per 
month; 

(2) The rate of hire shall not result in the recovery of more 
than two-thirds of the construction cost of the tanker; 

(3) Award sha ll be made on a competitive basis to the lowest 
responsible bidder 

(4) Preference shall be given to operators who are exclusively 
engaged in the operation of American-flag ships; 

(5) The contractor must agree that he will not transfer to 
foreign registry any tanker owned by him at the time of entering 
into such contract, and that the tanker or tankers contracted for 
shall remain under United States registry during the period of 
the charter; 

(6) The owner must grant the Government an option to pur- 
chase the tanker upon completion of the charter at its then depre- 
ciated value or fair market value, whichever is the less; 

(7) So far as practicable materials and equipment produced 
or manufactured in the United States will be used in construction 
of the tankers: and 

(S) Not more than three of the tankers may be constructed in 
any one shipyard. 

Each - these limitations had a valid purpose, and I do not wish 
to appear to be questioning that purpose. I merely report the effect 
of the hind itions on the efforts of the Navy to carry out its program. 
Some of these limitations probably had no real effect on the program. 
Kor instance, without a statutory requirement, the Navy would have 
made the awards on a competitive basis to the lowest responsible 
bidder. On the other hand, some of the limitations in the authorizing 
legislation greatly hampered the procurement of the proposed charters, 
substantially contributing to certain delays encountered by the Navy 
and, in all probability, resulting in a higher rate of charter hire 
than would otherwise have been available. I refer specificaily to the 
equirement that any charter must provide for (1) an agreement by 
the owner not to transfer to foreign registry during the term of the 
charter any other tanker owned by him at the time of ¢ entering into 
the contract and (2) an option to the Government to purchase the 
chartered tanker at termination of the charter for the then depreci: ated 
value or the fair market value, whichever is the less; also the require- 
ment that not more than three of the tankers could be constructed in 
any one shipyard. 

The restriction on the transfer to foreign registry of other tankers 
owned by the contractor proved to be an eifective deterrent to bidding 
on the part of established tanker operators. These potential bidders 
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advised that such a restriction on the transfer of their existing tankers 
would not only adversely affect the value of those tankers but deprive 
the owners of a flexibility of operation essential in the industry and 
inherent in the possibility of operating tankers under a forei ign 
registry during advanced stages of obsolescence. 

The ‘Navy was deprived of another segment of potential bidders 
because owners who used their tankers primarily to carry their own 
product, such as the major oil companies, did not find the proposed 
charters attractive. These companies apparently did not object to 
building the fast tankers and chartering them to the Navy at a reason- 
ably low hire for 10 years, but they desired assurance that the tankers 
would thereafter be available for their own use as their existing 
tonnage reached the scrap stage. ‘They were deprived of this assur- 
ance by the Government’s option to purchase the tankers upon termina- 
tion of the charter 

The Government’s option to purchase the tankers at what might 
prove to be less than the indebtedness against them also presented 
very serious handicaps to the financing of the tankers. This was 
particularly true with respect to small operators or persons seeking 
to enter the business with more limited resources. In order to obtain 
long-term financing, these smaller concerns with a minimum of equity 
capital were required to establish large standby reserves to protect 
their financing institutions, These reserves were greatly increased 
to cover possible loss due to the exercise by the Government of its 
option at a market price less than the amount owing on the tankers. 

The restriction that not more than 3 of the 20 tankers be constructed 
in any one shipyard, together with the limited number of shipyards 
available, had the effect of reducing to a minimum the amount of com- 
petition that prospective owners ¢ ‘ould develop as between builders, as 
well as preventing savings incident to the mass construction of the 
tankers. Bidders stated that this situation left them somewhat at the 
mercy of the shipyards and resulted in their paying higher construc- 
tion costs and being compelled, for that reason, to quote higher charter 
rates to the Navy. 

While the limitation of $5 per deadweight ton per month on charter 
hire was not expected to have any material effect, ultimately it was a 
determining factor in the success, or lack of success, of the program. 
The limitation was well above the hire which the Navy considered 
reasonable at the time Public Law 575 was enacted. It was also in ex- 
cess of the tentative awards made by the Navy under that act; how- 
ever, the program suffered numerous delays, and during these delays 
the costs of construction, financing, and operating so increased as to 
make this $5 limitation quite significant. 

With these preliminary remarks, the action taken by the Navy to 
realize its program is hereafter detailed. 

I wish to mention, first, the 15 tankers to be construc ted, owned, and 
operated by private citizens and chartered to the Navy. 

On August 20, 1954, and within 10 days after the act became law, 
an official invitation was issued for offers to charter these 15 tankers. 

he invitation was addressed to more than 270 persons and firms, com- 
prising all owners of American-flag tankers, all American shipping 
companies, all American shipping brokers, all national shipping asso- 
ciations and publications, and all persons who had indicated an interest 
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in the program. In view of the many complications presented by the 
limitations set up in the statute and the fact that the invitation in- 
corporated a copy of the definitive contract forms approved by appro- 
priate authorities within the Navy, including the Secretary of on 
Navy as required by the statute, it is considered ‘that this invitation w 
issued with unusual promptness. This is mentioned only because it 3 is 
typical of the emphasis placed by the Navy on the importance of this 
program. It also indicates the measure of the Navy’s concern when 
delays overtook its later efforts to expedite the program. 

Under this original invitation, offers were to be submitted by No- 
vember 19, 1954, and remain firm until January 20, 1955. Seven offers 
were received to construct and charter to the Navy a total of 27 tankers. 
All offers were contingent upon the proposed tankers being considered 
“special-purpose” vessels under the ship mortgage statute, Public Law 
781, 83d Congress, 2d session, and further contingent upon the receipt 
from the Maritime Administration of mortgage insurance of 100 per- 
cent of 8714 percent of the construction costs ‘of each tanker. 

As alre: ady mentioned, established operators with adequate financial 
resources were not interested because of the restrictions placed in the 
authorizing legislation. Each offer received, therefore, was submitted 
by a newly organized corporation with only nominal assets. None 
was able to finance the cost of one or more tankers without outside as- 
sistance. No lending institution was then willing to lend the required 
amount of money unless it was assured of mortgage insurance for the 
full amount of its loan. It was quite clear that without mortgage 
insurance none of the offerors was in a position to construct any of the 
desired tankers. This was a yg: ope which had not been contem- 
plated by the Department of the Navy at the time the invitation was 
issued. 

In these circumstances, the Navy had little choice but to extend the 
time for the making of awards to allow the offerors to negotiate with 
the Maritime Administration regarding mortgage insurance. On 
March 17, 1955, the Maritime Administrator infor med the Secretary 
of the Navy that the proposed tankers were not, in his opinion, “spe- 
cial-purpose” vessels within the meaning of the applicable statute, 
but that mortgage insurance would be available to qualified applicants 
to the extent of 90 percent of the 8714 percent of the construction costs 
of each tanker. The Maritime Administrator expressed the further 
opinion that insurance to that extent would be adequate to finance 
tankers under the program. 

Because of the dissatisfaction of the offerors with the Maritime Ad- 
ministrator’s determination, hearings were conducted by the Senate 
Committee on ate ate and Foreign Commerce to inquire into the 
matter. The Navy accordingly extended the time for making an 
award, pending the outcome of the hearings. When the limit of 90 
percent of 8714 percent was sustained by the Maritime Administrator, 
a further extension was made to give the offerors an opportunity to 
make application for mortgage insurance under these terms and other- 
wise to finalize documents supporting their offers. 

Difficulties were experienced by the offerors in meeting the minimum 
requirements of the Maritime Administration, and all of them im- 
portuned the Navy for an extension of time. Accordingly, on April 
28, 1955, the date for making awards was further extended, subject to 
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the offerors submitting by May 12, 1955, evidence of approval of their 
applications for mortgage insurance. 

While several had applied for mortgage insurance, none of the 
offerors had met the minimum requirements of the Maritime Admin- 
istration by May 12, 1955. On the assurance of the Maritime Ad- 
ministration that some of the offerors might qualify, the Navy again 
extended the date to May 25, 1955. Only two had qualified by ihat 
date. The date was then wenn to June 8, 1955, at which time 5 
of the 7 offerors had obtained approval by the Maritime Administra- 
tion of their applications for mortgage insurance; this approval was 
in pr inciple only and based on minimum support. 

These 5 firms made offers to charter a total of 43 tankers at rates 
which were, in every instance, a mill or two under the statutory limita- 
tion of $5 per deadweight ton per month. Because of the 3-to-a-ship- 
yard limitation in the law and the fact that 1 shipyard was not avail- 
able for construction, awards could be issued for only 14 of the 15 
tankers desired. 

The MSTS staff negotiated with the offerors in an effort to point out 
areas wherein savings could be effected by the owners and passed on to 
the Navy in reduced charter hire. Then, on June 14, 1955, each 
offeror was asked to submit, not later than a specified hour on June 17, 
1955, a sealed final bid to remain firm through June 30, 1955. These 
tinal bids were so poorly supported with proot of ability to finance .he 
construction of the tankers that the Navy felt compelled to advise the 
bidders that it would require a successful bidder to provide a cash 
bond of $50,000 to assure that it could complete its financing within 
60 days after being granted an award conditioned upon ability to 
finance the tankers. 

All final bids were evaluated by a special board designated by 
COMSTS from his staff. On the basis of that board’s evaluation, the 
analysis of all bids by the Procurement Division of the Office * Naval 
Material and COMSTS’ own recommendation, concurred in by the 
General Counsel of the Navy, the Secretary of the Navy approve «1 on 
June 30, 1955, an award to U nited Oceanic Cor p. of charters for 8 tank- 
ers of 25,500 deadweight ton capacity at a charter hire rate of $4.80 
per deadweight ton per month. It was determined to be in the best 
interests of the Government to reject all other bids. 

At this time it was planned to issue immediately a new invitation for 
charters covering the remaining 7 tankers. The original invita- 
tion had been issued almost 1 year before, and several adequately 
financed Arie had in the meantime expressed a desire to compete in 
the event a new invitation should be issued. Also, the New York 
Shipbuilding Co. had settled certain labor difficulties and had in 
dicated it would seek to construct 3 of the tankers, thus making pos 
sible, for the first time since enactment of Public Law 575, the con- 
struction of all 15 of the proposed tankers. 

Before a new invitation could be issued, action toward that end was 
halted by two developments over which the Navy had no control. 
First, the chairman os the Senate Interstate and Foreign Commerce 
Committee, on July 11, 1955, requested the ¢ ‘omptroller General to 
audit the award to United Oceanic to determine whether it was in 
accordance with the law, and second, on July 14 and 15, 1955, certain 
of the unsuccessful bidders filed with the Camptroller General formal 
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protests against the award, After prolonged investigations in connec- 
tion with the audit by the Comptroller General and the protests re- 
ferred to, the award to United Oceanic was upheld by the Comptroller 
General. The Comptroller General said in his report that “the record 
appears to be completely devoid of any evidence of favoritism, or 
arbitrary or capricious action” and that the protests furnished “no 
proper basis” on which to justify a holding “that the administrative 
action was illegal or improper. 

Following the Comptroller General’s complete exoneration of the 
Navy in making an award to United Oceanic, the chairman of the 
Senate Interstate and Foreign Commerce Committee, on October 10, 
1955, requested from the Comptroller General an opinion as to the 
legal feasibility of the Navy reinstating the original bids of the un- 
successful bidders and negotiating with them for the remaining 

tankers. On November 1, 1955, the Comptroller General advised the 
chairman of the Senate Interstate and Foreign Commerce Commit- 
tee that to reinstate the offers of the unsuccessful bidders would— 

be contrary to accepted legal principles and conflict with the spirit of Public 
Law 575. 

Pending final disposition of all questions before the Comptroller 
General, the N: avy could not issue a new invitation for the remaining 
seven tankers. Neither could it go forward with the conditional award 
to United Oceanic. During this delay, certain of the commitments 
on which United Oceanic was relying for the construction of the 
tankers offered by it expired, and U nited Oceanic was unable to renew 
them. As a consequence, the Navy was constrained to withdraw the 
conditional award made to United ‘Oceanic, and to proceed with a new 
invitation for charters covering all 15 of the proposed tankers. 

The Navy had been prepared to issue a new invitation Satara 
following the Comptroller General’s decision on November 1, 1955; 
however, at the request of a member of the staff of the Sen: = Inter- 
state and Foreign Commerce Committee, this action was deferred 
pending an opportunity for the chairman of the committee to review 
the Comptroller General’s report. 

The second invitation for offers to charter tankers under Public 
Law 575 was issued November 14, 1955, being mailed to approximately 
325 persons and firms including those who received the first invita- 
tion. Offers were to be submitte d by January 3, 1956, to remain firm 
until and including February 2, 1956, and were to be accompanied by 
firm financing and construction commitments, including approval of 
mortgage insurance to the extent required by offeror’s financial plans; 
or by a cash bond of $25,000 to assure existing commitments “in prin- 
ciple” were capable of being finalized within 30 days after a con- 
ditional award. 

This second attempt was carried out with much less diffieulty than 
the first. The matter of mortgage insurance had been clarified, with 
the Maritime Administration’s requirements being generally known 
tothe trade. Financial institutions had developed a more definite and 
uniform pattern for their participation. More shipyards were avail- 
able and their terms for deferred payments, if any, were better estab- 
lished; also, a more or less standard basic ship design had been de- 
veloped by all shipyards. Equally —o int, the industry and the 
shipyards had come to realize that the N avy did not intend to pay 
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more than a reasonable rate of hire for the charters and that it ex- 
pected to obtain the use of tankers built in accordance with general 
specifications prescribed by the invitation for offers. Furthermore, 
potential bidders knew that the Navy would make every effort to avoid 
giving an award to a financially irresponsible contractor who would 
expect then to go out and find financing. 

In response to the November 14, 1955, invitation, offers were re- 
ceived from 5 firms for charters on a total of 21 tankers. Each offeror 
submitted commitments “in principle” covering the financing and 
construction of the tankers offered for charter, including “approval in 
principle” by the Maritime Administration of its application for 
mortgage insurance. Each posted the required cash bond of $25,000. 

As was true with the earlier offers, the new quotations for hire were 
for the most part slightly under $5 per deadweight ton per month. 
Following brief negotiations with the offerors, we again adopted the 
procedure of asking each firm to make a sealed final offer, and on the 
basis of greatly reduced quotations, provisional awards were made on 
February 1, 1956, for the charter of 14 of the desired tankers, as fol- 
lows: 

New England Tanker & Shipping Co., 2 tankers to be constructed 
by Ingalls Shipbuilding Corp., charter hire to average $4.89 per dead- 
weight ton per month. 

Big Tankers Corp., 3 tankers to be constructed by Newport News 
Shipbuilding & Dry Dock Co., charter hire to average $4.855 per dead- 
weight ton per month. 

Oleum-Atlantic Corp., 6 tankers to be constructed by Bethlehem 
Steel Co., charter hire to average $4.855 per deadweight ton per month. 

North-Western Tanker Corp., 3 tankers to be constructed by New 
York Shipbuilding Corp., charter hire to average $4.855 per dead- 
weight ton per month. 

Big Tankers, Oleum-Atlantic, and North-Western, under common 
control, contemplated the joint operation of 12 ships, thereby making 
possible the submission of a uniform rate for each. 

These awards were conditioned upon the contractors being able to 
finalize their financing arrangements within 30 days from February 
1, 1956, or within extensions of such period as might be necessary to 
cover delays by the Government, or to permit agreement on definitive 
documents, provided such extensions were found to be in the best in- 
terests of the Government. The original period was extended from 
time to time for each of the contractors on the basis of individual cir- 
cumstances. For various reasons each suffered substantial delays in 
finalizing its financial arrangements, during which delays rates of 
interest increased ; also, the costs of construction materially increased 
the investment required to purchase the tankers. It was clear by Au- 
gust 10, 1956, that none of the contractors would be able to fulfill its 
obligations under the award. Consequently, the awards were declared 
withdrawn and the outstanding cash bonds forfeited. 

An analysis of the difficulties experienced by the last group of 
offerors led the Navy to conclude that it would be futile to issue a 
third invitation under the authority of Public Law 575, unless every 
advantage possible under the provisions of that act could be given 
to prospective owners. This was true notwithstanding the Congress 
on August 7, 1956, had amended the statutes to permit the Maritime 
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Administration to provide mortgage insurance up to 100 percent of 
8714 percent of the costs of construction. In the circumstances, a 
review was made of anticipated operating conditions, and the limita- 
tions of the act were examined in connection with a plan to seek 
charters of tankers designed so as (1) to reduce the cost of construc- 
tion per deadweight ton to a minimum, and (2) to allow the maximum 
income within the $5 per deadweight ton per month limitation of the 
act. With this thought in mind, still another invitation was issued on 
August 10, 1956. This third invitation called for offers to charter 
tankers with a greater maximum draft limitation and with a capacity 
of from 25,000 to 27,500 deadweight tons. It was decided that the 
phrase “about 25,000,” found in the act, could reasonably be inter- 
preted to mean 10 percent more or less. 

Offers were due under the last-mentioned invitation on October 
12, 1956. On that date, MSTS received letters from two interested 
firms expressing a willingness to undertake to charter an indefinite 
number of tankers, but in no way making firm responsive offers. 
Explorations were carried on with these companies for a time, but 
were finally abandoned by mutual consent when it became evident 
that none of the tankers could be financed at the current construction 
costs and interest rates without a charter calling for a rate of hire in 
excess of the $5 per deadweight ton per month limitation in Public 
Law 575. The Navy made no further attempt to obtain tankers under 
the chartering authority provided by that act. 

I now move on to the five tankers which the President was au- 
thorized by Public Law 575 to construct, for which purpose an ap- 
propriation of $30 million was included in the Supplemental Appropri- 
ations Act, Public Law 575. The Navy requested the Maritime Ad- 
ministration to accomplish the actual procurement. This request 
was made because the tankers are of a strictly commercial design. 

The invitation for bids to construct the tankers was issued by the 
Maritime Administration August 27, 1954, and bids were opened 
November 17, 1954. Awards were made on November 19, 1954, as 
follows: 

Sun Shipbuilding Co., 3 tankers at a fixed price of $6,581,191 
each, or approximately $253 per deadweight ton. 

Ingalls Shipbuilding Co., 1 tanker at a fixed price of $7,918,000, 
or approximately $317 per deadweight ton. 

These awards totaled $27,661,573, which was an average cost of 
just under $7 million per tanker, or $277 per deadweight ton. To 
these costs will be added certain expenses including design costs but 
the total will be well within the $30 million appropriated. However, 
it will be noted that only 4 of the 5 tankers were procured. The fifth 
tanker cannot be obtained without the appropriation of additional 
funds. The cost of constructing the fifth tanker on today’s market 
would be substantially greater than the price paid for the one being 
constructed by the Ingalls Shipbuilding Co. Two similar tankers of 
26,500 deadweight tons now being constructed for private firms are 
known to have cost approximately $9,500,000 each, or $358 per dead- 
weight ton. Future buildings would be still higher. 

Keels for the four tankers were laid soon after the awards. The 
first three tankers were completed and delivered on December 17, 
1956, January 30 and April 15, 1957, respectively. The fourth and last 
is scheduled for delivery on May 17, 1957, this coming Friday. 
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This has probably been a tedious recitation, but necessarily so if 
the committee is to understand fully the difficulties involved. Permit 
me to conclude this portion of my statement by saying that the Navy 
developed and proposed the program by which fast modern tankers 
were to be time chartered from private owners on a long-term basis. 
It urgently needed the tankers for defense mobilization purposes. 
F urther, United States shipyards were then in need of the work in 
order to maintain their mobilization potential. The Navy believed in 
the program and made every effort to implement it in accordance with 
the statute enacted by the Congress. 

To summarize, repeated efforts have failed to result in a single 
charter being obtained under the authority of Public Law 575. The 
reasons have already been detailed. The Navy has already received 
and has in oper ‘ation 3 of the tankers for which construction authority 
was granted, and early delivery of the other 1 for which funds were 
appropriated is assur ed. 

There is still an urgent need for the large modern tankers which 
the Navy was unable to obtain under long-term charter within the 
limitations of Public Law 575. ‘The delay in obtaining the tankers 
has resulted not only in the loss of time, but is such as to increase the 
rate of charter hire that MSTS will ultimately have to pay. Equally 
significant is the fact that most American shipbuilding ways large 
enough to construct the proposed tankers have been committed to 
private firms for the next several years in the construction of still 
larger tankers, designed, with few exceptions, for speeds up to 114 
knots slower than that desired by the Navy. It is not likely, therefore, 
that an amendment to Public Law 575 to remove the limitations would 
now result in the early construction and chartering of fast tankers. 

In this situation, the Navy has undertaken to meet its immediate 
requirement for modern tankers by an interim chartering program, 
reverting to the use of the normal procurement authority of MSTS 
acting under the Nav y industrial Fe In this interim program, the 
Navy has undertaken to charter 1 part of its tanker requirements, 
without adherence to its desire for a speed of 18 knots, from the own- 
ers of large modern tankers already under construction, or under 
contract for construction with delivery dates within approximately 
the next 2 years. To attract such owners, it was necessary for the 
Navy to offer charters for periods up to 5 years and to accept the 
specific ations, including those relating to speed, already set out in the 
respective construction contracts. 

This last-mentioned program was initiated by an invitation for 
offers issued November 26, 1956, and addressed to over 250 owners, 
operators, agents, and brokers. This invitation prompted a number 
of offers of a variety of tankers at a wide range of charter hire. On 
January 16, 1957, awards were made on a strictly competitive basis 
as follows: 

Sea Transport Corp., 2 ships, 32,300 deadweight tons, hulls Nos. 
1050 and 1052, built by Ingalls Shipbuilding Corp. 

Eagle Carriers, Inc., 1 ship, 26,500 deadweight tons, hull No. 1039, 
built by Ingalls Shipbuilding ae 

Terminal Transport Corp., 1 ship, 26,500 deadweight tons, hull No 
1031, built by Ingalls Shipbuilding Corp. 

The Skouras Lines, Inc., 2 ships, 32,300 deadweight tons, hulls Nos. 
1053 and 1054, built by Ingalls Shipbuilding Corp. 
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Isbrandtsen Co., Inc., 1 ship, 32,650 deadweight tons, hull No. 5487, 
built by Bethlehem Pacific Coast Steel Corp., San Francisco, Calif. 

In addition to these tankers, the Navy has obtained a charter for 
31% years, with an option for another 18 months, covering a 65,000 
deadweight tons tanker being constructed for Orion Shipping & 
Trading Co., Inc., by Bethlehem Steel C orp. This charter was ob- 
tained in an arrangement by which extensions were granted for char- 
ters covering four. large existing tankers already under charter to 
MSTS for in 21% years at prices which were considered advan- 
tageous to the Government. 

By virtue of the construction authorized by Public Law 575 and 
the MSTS interim chartering program just referred to, MSTS has, 
or will have obtained upon completion of construction, the following 
iarge modern tankers: 

(a2) Under Public Law 575: Existing, 3 of 25,000 deadweight tons, 
18 knots, 75,000 total deadweight tons; weibditar: 1 of 25,000 dead- 
weight tons, z knots, 25,000 total deadweight tons; total Govern- 
ment-owned, 4—100,000 total deadweight tons. 

(4) MSTS ra rim program : Existing, 4 of 29,435 deadweight tons, 
1714 knots, 117.740 total deadweight tons: building. 2 of 25.500 
deadweight tons, 18 knots, 53,000 total deadweight tons; building, 2 
of 82.500 deadweight tons, 1714 knots, 65,000 total deadweight tons; 
building, 2 of 32,300 deadweight tons, 1714 knots, 64.600 total dead- 
weight tons; building, 1 of 32,650 deadweight tons, 1814 knots, 32.- 
oo total deadweight tons; building, 1 of 65,000 deadweight tons, 

7 knots, 65,000 total deadweight tons; total privately owned, 12,- 
307 390 total deadweight tons. 

In summary, we have under charter 7 tankers, 192,740 deadweight 
tons, and are building 9 tankers, 305.250 deadweight tons, for a total 
of 16 tankers, 497,990 total deadweight tons (Public Law 575 plus 
MSTS interim chartering). 

It will be noted that the total tonnage of the 16 tankers procured 
by these combined programs equals approximately the 500,000 dead- 
weight tonnage originally propos sed for the 20 tankers to have been 
obtained under Public Law 575. 

With respect to long-term planning on the part of the Government, 
it must be recognized that since the enactment of Public Law 575, the 
tanker industry has launched upon a critical stage of its development. 
Construction is going forward throughout the world at an unprece- 
dented peacetime rate; a definite trend toward larger tankers 1s evi- 
dent, with speeds often higher than the older T-2- type tankers, which 
have heretofore been the backbone of the trade. This is an encourag- 
ing situation. When current buildings are completed and the present 
emphasis on size makes twin-screw design feasible for large commer- 
cial tankers, it is believed oe asis may well turn to greater speed. 
Further, the industry, and the Government, m: vy reasonably expect to 
face an adjustment in the pattern of carriage where petroleum prod- 
ucts are concerned, large tankers being combined with greatly increased 
and strategically located ullage to provide long hauls with the smaller 
tankers performing what might be called a distribution service. Fu- 
ture planning will take these clearly defined trends into account. 

That. Mr. Chairman, is the end of my statement. 

The CuatrmMan. Do you have questions, Mr. Robeson ? 

Mr. Roseson. I have no questions. 
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The Cuaikman. Mr. Tollefson. 

Mr. Totierson. I have no questions but I have an observation or 
two. I suppose there are Members of Congress who will say we 
should have let the Navy build all 20 ships in the original instance. 
On the other hand, there are other Members of Congress who will take 
the position that, if the restrictions were not so onerous we would have 
had more construction by private industry than we did have. It 

noints up one thing, as I see it. You cannot compel private in- 
Totes to do certain things—build ships with speed or capacity or 
anything else. They must be encouraged and induced to do so having 
in mind their objective in business, which is to make money and oper- 
ate at a profit. I am sorry that Public Law 575 did not produce the 
ships that we had hoped it would produce. 

Fortunately it did not come out of this committee. I do not mean 
to speak critically of it. I felt at the time that the restrictions were 
not realistic and would not produce the ships. I have no questions 
at this time, Mr. Chairman. 

The Cuarrman. Mr. Allen. 

Mr. Atiten. Mr. Chairman. 

Admiral, if we had left out the prohibition against the transfer 
foreign of the other ships in an operator’s fleet and if we had provided 
for the 100 percent mortgage insurance on the part of the fund that 
could be borrowed, would it be your opinion that the program would 
have gone ahead ? 

Admiral Witt. Mr. Allen, I feel that leaving out the restriction on 
the transfer foreign would have had a definite effect on the production 
of tankers under this law. I think it would have enabled us to obtain 
tankers from reputable operators. However, on the question of the 
mortgage insurance I do not believe that had too much effect at that 
time. I think the other very serious restriction was the one that re- 
quired the operator to offer his tanker for sale at a specified 1 of 2 
prices which might have forced him into a position where he would 
have had to sell that tanker to the Government at less than the out- 
standing indebtedness against the tanker. I think that, had those 
two restrictions not been in the law, we would have had a great deal 
of interest shown on the part of already existing tanker operators and 
perhaps some of the major oil companies. 

Mr. Axuxen. It would indicate, then, would it not, that if we want 
substantial operators to contract with the Government we should not 
require them to vary from their usual customs of operation ? 

Admiral Wit. I believe that is true; yes, sir. 

Mr. Auten. I suppose it is almost useless to add that, if we require 
an uneconomic contract, nobody in his right mind will take it. 

Thank you, Mr. Chairman. 

The Cuatrman. Mr. Mailliard. 

Mr. Mairutarp. I have a couple of questions which I would like 
to ask for the record on the interim program where you chartered 
these tankers. What is the approximate date when you expect to 
have available the ones that are building ? 

Admiral Witt. Those building are all supposed to be delivered 
within 2 years from January: The Eagle Carriers on August 11, 1958; 
Terminal Transport, October 24, 19: 58; Sea Transport, 1 ship on De- 
cember 31, 1958, and 1 ship on February 28, 1959; Skouras loge 24 
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months, and I do not have the exact date, but they were within 2 
years. 

Mr. Marturarp. It would be early 1959? 

Admiral Witt. It would be February 1959, yes. 

Mr. Mariurarp. And Isbrandtsen. 

Admiral Wii. Isbrandtsen also within 2 years and the exact date 
I do not have here. 

Mr. Mariuiarp. That would be early 1959. 

Admiral Witz. Yes, sir. 

Mr. Marritarp. As far as the charter rates that are agreed upon, 
how do they agree with the $5 figure ? 

Admiral Wu. I think they are considerably higher, Mr. Mailliard, 
but they are well within what Maritime has specified as fair and 
Fednabln rates. 

Mr. Martutarp. It is presumably as of the time that the agreements 
were entered into. I am wondering whether, because of the restric- 
tions that were put in 575 and with the current decline in tanker rates, 
it might not have resulted in a less favorable arrangement than would 
have been possible if 575 had worked. 

Admiral Wi11. It is definitely a less favorable arrangement to the 
Government than had we obtained these charters under 575. Of 
course, we would have had to obtain them below $5 per deadweight 
ton and would have had them for 10 years, whereas in the interim pro- 
gram we were only able to obtain a 5-year charter and naturally by that 
arrangement had to pay a higher rate. We feel, as far as the present 
condition of the market goes, that this is a very temporary situation. 
We feel that these rates will bounce back up in the fall. We honestly 
believe that we obtained these ships under a charter rate that will be, 
in the long run, to the best advantage to the Government. It will save 
the Government money over having to depend entirely upon the spot 
voyage charter market. 

Mr. Matiurarp. I have no other questions, Mr. Chairman, but I 
would like to make a comment, also prefacing it, as Mr. Tollefson did, 
by saying that no criticism is intended of another committee. But I 
have a feeling that if this proposal had been before this committee 
where we are more accustomed to dealing with commercial ship 
operators, we might have anticipated some of these difficulties. 

The CHatrman. Is it fair to say, summing up the whole thing, that 
with all the criticism with respect to construction of ships, tankers and 
otherwise, that are absolutely necessary to the national defense, the 
Congress in passing legislation providing for the construction of 
such. ships must be more considerate to the private operator if they 
want the private operator to operate the ships? 

Admiral Wut. I believe that is a correct statement. Mr. Chairman. 
I think it is perfectly correct. 

The CHarrman. Is this a fair statement to make with respect to 
this: That it showed that the desire was to have private operation and 
the criticism had been against the plans and programs to induce pri- 
vate operators so that we went into this with restrictions so severe 
that the private operators just could not meet the requirements and 
therefore we are left short of what we need in the national defense 
and in commerce ¢ 

Admiral Wiiu. That is. correct, sir. I might make one observation. 
Had these ships all been built by Government funds, become Govern- 
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ment ships, we might have found ourselves in a position, due to the 
Cargo Preference Act, the 50-50 law, where we might have had to lay 
these brandnew ships up in order to “enable private industry to carry 
at least 50 percent of our POL products. 

The CHamman. Well, it is going to cost us more. 

Admiral Witt. Yes, sir; it is going to cost us more. 

The Carman. By putting all the restrictions in to please those 
that criticized we are just going to have to pay more for that. 

Admiral Wiuu. Yes, sir. 

The Cuarrman. Thank you, Admiral. 

Mr. Counsel. 

Mr. Drewry. I have just a couple of questions, Admiral. Did Pub- 
lic Law 575 require that the ships be built with mortgage insurance 
aid ? 

Admiral Witt. No, there was nothing in Public Law 575 that had 
anything to do with the financing. 

Mr. Drewry. Then inasmuch as existing law provides for direct 
Government loans in situations of this kind, do you think that that 
would have made any difference if direct Government finane ing under 
the Merchant Marine Act had been used under the program so ) that it 
could have carried through? 

Admiral Witz. You mean if the 100 percent of the 8714 percent 
total were allowed in the original ? 

Mr. Drewry. I am thinking of a direct Government loan as against 
100-percent mortgage insurance. 

Admiral Witu. Well, at that time, as I understand it, the Govern- 
ment did not have any funds for direct loan. 

Mr. Drewry. Well, they had the law. They had the authority. 

Admiral Wiz. But the funds were not there. 

Mr. Drewy. That is right. Do you think that if the funds had 
been there it would have been able to proceed? The interest rate under 
509 of the 1936 act is 314 percent. Would that have been enough to 
offset some of these other difficulties? 

Admiral Wm. I think it would, yes. 

Mr. Drewry. On your present program of chartering, were the 
building contracts entered into after the charter agreements were 
made? 

Admiral Witz. Oh, no. We required evidence of completed financ- 
ing and construction commitments, agreements from the building 
yards, before we concluded our arrangements as to the charter rate and 
made a decision as to the awards. 

Mr. Drewry. That is not quite what I meant. I wondered whether 
any of these ships which you have chartered were actually in process 
of construction at the time you first entered into negotiations. 

Admiral Winn. Yes, indeed. TI know that two—the two 18-knot, 
26,500 deadweight ton ships—were under construction. 

Mr. Drewry. Which were they? 

Admiral Wir. Those are the Terminal Transport Corp. and the 
Eagle Carriers. 

Mr. Drewry. Then following your charter they received priorities 
for stee] and were able to proceed. 

Admiral Wirz. That T do not know. 
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Mr. Drewry. They did receive priorities, did they not, as a result ? 

Admiral Witi. Apparently they did. 

Mr. Drewry. That is all, Mr. Chairman. 

The Cnatrman. Are there any further questions on any other sub- 
ject which the committee would like to ask the admiral ? 

Admiral, they seem to be satisfied with your operation. 

Admiral Witt. I wish I were, Mr. Chairman. 

Mr. Totierson. We reserve the right to ask questions later. 

The Cuamman. That would be a recall. 

Admiral Wixu. I stand willing and ready to be recalled at any time, 
Mr. Chairman. 

Mr. Mattirarp. Mr. Chairman. 

The CHairman. Mr. Mailliard. 

Mr. Maruiurarp. May I make a comment that this whole tanker con- 
struction question has been kicked around ever since the 81st Congress. 
This is the first time I have seen a statement that I could understand. 
I do not know whether this is a credit to the statement or a reflection 
on my ability to understand. I think the statement is a very excellent 
one. 

Admiral Wii. I would like to give due credit where credit is due, 
if I may, to my able counsel, Mr. Wilbur Morse, and my commercial 
shipping adviser, Mr. W. Lyle Bull. 

The CuHarrMaAn. We are glad to have these two fine public servants 
with you this morning, and to hear your appraisal. 

If there are no further questions of the admiral, the committee will 
adjourn until 10 o’clock tomorrow morning. 

(Whereupon, at 11: 55 a. m., the subcommittee recessed, to reconvene 
at 10 a. m.,on Wednesday, May 15, 1957.) 
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House or REPRESENTATIVES, 
SUBCOMMITTEE ON MERCHANT MARINE 
OF THE COMMITTEE ON MERCHANT MARINE AND FISHERIES, 
Washington, D.C. 

The subcommittee met at 10 a. m., pursuant to recess, in room 219, 
Old House Office Building, Hon. Herbert C. Bonner (chairman) pre- 
siding. 

The CHarrMan. The committee will come to order. We will re- 
sume hearings this morning on trade-in, trade-out, and reserve fleet 
policies. 


STATEMENTS OF HOWARD L. COLLINS, REAR ADMIRAL, USN, 
ASSISTANT CHIEF OF NAVAL OPERATIONS (LOGISTICS); AND 
A. G. SCHNABLE, CAPTAIN, USN, OFFICE OF PETROLEUM AND 
TRANSPORTATION OF CHIEF OF NAVAL OPERATIONS—Resumed 


The Cuarrman. Admiral Collins, I would like to refer to your 
testimony. I have read it over, Admiral, and made some notes here. 
In your statement you said that— 

Perhaps “effective United States control’ is not a fully descriptive term. 
Then you went on to say that— 

A more realistic term might be “effective United States management control,” 
by which we mean that control which can be exercised by the United States 
Government through United States citizen directors and United States citizen 
majority stock ownership. 

Now, does that mean that this control is simply management control 
and is only as effective as management is in controlling the ships it 
operates under the flag of a nation which may or may not be over- 
run ¢ 

Admiral Coins. That is a part of it, Mr. Bonner, the control 
which management can exercise through stock ownership and in addi- 
tion to that the fact that the countries involved have laws which place 
no restrictions upon the kind of management control which American 
ownership exercises. 

The CHatrMan. In going over this I have thought about it some 
and I have taken your words and then written out what I see in this. 
I want to be careful in asking you these questions. I would like to 
think that management could exercise control but it seems to me that 
vou have a lot of examples where other nations have simply seized 
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American-owned corporations and properties. That happened in 
Mexico, and again in Iran. Right now it is happening to British 
properties in Egypt. 

I wish you would give the committee a better idea of how effective 
this control is. We have some little countries to which we are saying 
that if we transfer these ships we have effective control. There is 
nobody who ean say today that maybe in 30 days they might not have 
a revolution and go entirely differently from their present form of 
government. According to your statement I want to know how effec 
tive this control is. 

Admiral Cotuins. Admittedly it has its faults. As [ have stated 
before, we would prefer to have these ships under the United States 
flag but, because there are certain flags of convenience which we con- 
sider would give us the control of these ships in time of national 
emergency, then we accept that transfer because it means an Improve 
ment in the material condition of the merchant marine fleet as an 
alternative to United States-flag control. Admittedly it has its 
faults. 

The CHatmman. Then again you said, if that is your answer to 
that, 

The Department of Defense believes that the best mobilization potential is in 
active operating ships which are immediately available 
that is what you have just said- 


first, those operating under the United States flag and, second, those operating 
foreign-flag ships under effective control. 

It seems that the second point depends entirely on the effectiveness 
of the control, does it not? 

Admiral Cotiins. Well, no; it does not depend entirely upon the 
effectiveness of the control because we feel that there is a good degree 
of control in the ships that are transferred to these particular flags. 
We do not say that it is perfect but we feel that we would have a 
reasonable prospect of gaining control of these ships transferred to 
those particular flags in the event of a national emergency. 

The Cuamman. In your third category you place the reserve fleet. 

Admiral Coins. Yes, sir. 

The CuarrMan. That is in the third category. Do you want the 
record to give the impression here that the reserve fleet is any less 
Important than ships operated under the Liberian or Panamanian 
flags ¢ 

Admiral Cottins. From an operational viewpoint, yes. They are 
operating, they are available without going through the process of 
activating them, making the necessary repairs which accumulate when 
ships have been in the back channel for a period of time. The ships 
that are operating are more desirable. 

The Cuairman. Has the National Security Council ever evaluated 
this policy ? , 

\dmiral Contins. Not to my knowledge, Mr. Bonner. 

The CHamman. I, of course, do not mean to insinuate that what we 
have been discussing is not valuable at all. I just want to make sure 
it is not depended on too much. 

Admiral Conus. We are left in the position of accepting these 
three categories as they stand. We are asked from time to time to 
cominent on changes which would increase the number of ships that 
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go into the American-flag operation, or the number that go into the 


effective control category, and at the same time probably withdrawing 


from the reserve fleet. 

The Cramman. Is it not a fact that the reserve fleet pool is the 
only available nucleus of unused ships in the entire free world. Is that 
a fact or is that not a fact 4 

Admiral Corttins. Of merchant types, it probably is, yes, sir, 

The Cuamman. You agree then to that? 

Admiral Couns. Yes. 

The Cuatrman. If that is the case, does not the reserve fleet pro- 
vide a greater basis for immedi ite expansion on M-day 

Admiral Couns. Yes, sir; it does, because there are more ships 
in the reserve fleet. 

The CHairman. Yet it is placed in the third category in your test! 
mony here. Your statement seems to me to give the IMpressic m that 
the Department of Defense is not much interested in ore carriers 01 
for that matter tankers. 

\dmiral Coturns. 1 would like to correct that impression. 

The Cuainman. That is your testimony. 

Admiral Cotuins. Well, L think that is an implication from what 
I saict in that testimony 

The Ciarman. I do not think it is an implication. I read it cat 
fully and I was rather shocked at the time you made your statement. 
That is one reason | wanted you to come here this morning. I made 
a note that I wanted you to ¢ larify this. 

Admiral Cotnins. I am glad to. I have been told that I have left 
the impression that we - more interested in naval auxiliaries. Ac- 
tually, the Department of Defense is interested in every ship in the 
American merchant fleet because it L part of our mobilization re- 
quirement. I set up those three lohan simply from an opera 
tional viewpoint that, if we require ships in a hurry, those that are 
operational, that are sailing, are more readily available than those in 
the reserve fleet which may take anywhere from 1 month to 6 months 
to activate. The reserve-fleet ships are just as Important mobilization 
potenti: al as those that are operating. Because we would require ships 
in a hurry, we would start taking those that are operating including 
those that are under effective control and at the same time start acti- 
vating ships in the reserve fleet. From a practical point of view I 
think that the requirements will be so great that there will be a con- 
siderable timelag in getting all the ships that we need. The reason 
why we are interested in having operating ships is because they will 
be more readily available, but they are no less important. 

The Cramman. So that, with the procedure we are following now, 
we are diminishing the reserve fleet all the time. You agree on that. 
do you? 

Admiral Cotitns. Not if we get new construction to replace it. 

The CratrmMan. We are diminishing the reserve fleet as a ready 
operating unit on D-day, if we have a M-day. 

Admiral Cotirys. You mean in the present process. 

The Cuarmman. In the present process we are letting these ships 
go out under this security form of ready recapture. 

Admiral Counins. Yes, sir 

The Ciuatman. You then agree that those ships that are operating 
are the most valuable. We have reached that point. 








604 STUDY OF VESSEL TRANSFERS 


Admiral Coturins. I will agree, sir, that they are the most valuable 
from an operational point of view with respect to time. ‘They are no 
more important. 

The CuarrMan. We are fixed on the fact that you agree on this 
operation. 

Admiral Coutiins. Yes, sir. 

The Cuarrman. Would there be any advantage in setting up a sort 
of active reserve within the national-defense reserve fleet which would 
be comprised of ships in first-class operating condition requiring only 
crews to put them to sea? Is not the reserve fleet improved by the 
fact that so many ships are chartered out to private shipowners and 
put in good operating condition and then returned to the fleet when 
the charter is over ? 

Admiral Conus. Yes, sir. 

The Carman. Now, which would be the better, the latter or the 
program under which we are operating? You understand in this 
last question that 2 or 3 years ago we provided a sizable amount of 
money to take ships out of this reserve fleet, examine them, modify 
some of them, improve some of them, and put them back into the fleet. 
They authorized $25 million to do that. What is your observation on 
that ? 

Admiral Cotirs. Unquestionably, that procedure would improve 
those ships that are in the reserve fleet now. However, you would 
be improving ships that are still growing obsolescent and too old and, 
from the Department of Defense point of view, it would appear to be 
better that those ships be replaced by new construction rather than 
taking old ships and making some changes which would improve them. 

The Cuarrman. We are faced with two problems. We are faced 
with a problem of trying to help a great American private industry, 
the operation of ships under the American flag. If we fill the oceans 
full of these ships that we have for the purpose of building a few new 
ships, where will we find ourselves ? 

Admiral Cours. If it went that far, to where we disposed of all 
of them for a few, we would be in a poorer position than we are now. 
We would like to see the old ships replaced with new ships of equivalent 
tonnage. 

The CHairman. This committee is interested in that, and we are 
very sympathetic toward it. In all probability you are not the one 
to answer that. Admiral Ford is probably the man who should answer 
that question, but it is a question that poses something interesting to 
the operator who, notwithstanding the fact that we are subsidizing 
these ships, has a lot of his own money invested. You can put these 
ships out under all kinds of flags with harum-scarum crews and any 
kind of sailing conditions, and they can carry certain cargoes just 
as well as our ships on high standards, with efficient crews, and all 
the other things that we require. Then we come to a place where it 
is a serious question if we are going to keep the American-flag ship on 
the seas and the Congress does not want to give any more subsites. 
We have trouble getting funds for replacement which is sorely needed 
at the present time. If we get the replacements, how is the American 
operator going to compete with the seas overrun with these ships? 

Admiral Connins. I agree that that is a problem but, from the 
military point of view, we try to limit our determination to what 
we need to support our war plans in the event of mobilization, and, 
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with that idea in mind, we try to get the best we can without be- 
coming a roadblock in any direction. We do not want to prevent 
the building of new ships simply because they are not convertible to 
auxiliaries, “and we do not want to prevent any improvement in the 
reserve fleet, because we think we sorely need it. Our problem, then, is 
one of trying to accept what is offered in the way of improvement to 
the reserve fleet and ask for the best improvement that we think we 

can obtain, because when the time comes to use these ships we will want 
the fastest and the best constructed ships that are available. 

The Cuatrman. Admiral, I primarily asked that you return here 
because I read our testimony. I did think that, in fairness and justice 
to you, you should be given an oportunity to enlarge on it and make 
such corrections as you wanted to make, particularly with respect to 
ore carriers and tankers, in which your testimony clearly shows that 
you were not much interested. 

Admiral Coitrns. I am glad to have the opportunity to correct it, 
because the Department of Defense is interested in them. 

The CHatrmMan. Are there any other questions ? 

Mr. Tollefson. 

Mr. Totuerson. I had just one. I do not know whether you would 
be able to answer this or not; but suppose we had an emergency come 
upon us and we wanted to get 300 ships out of the reserve fleet?” How 
long would it take to get all 300 ships ready ? 

Admiral Coutins. M: ay we pass that to Admiral Ford? 

The CHarrmMan. We are going to have Admiral Ford as a witness. 

Admiral Corns. I would like to give my comment, Mr. Tollefson, 
we have discussed the lack of merchant crews in this committee, we 
have talked to some extent about the volume of repair and activation 
work which would be needed in the event of an emergency. The 
expansion capability of our ship repair facilities would be a deciding 
factor in answering that question. I cannot say whether it would be 
M plus 3 or M plus 9 before 300 ships were ready. 

Mr. Tottrrson. What I was trying to develop was the thought 
that, while you might be able to break out one ship in 30 days, man- 
ning it and getting the parts that are off the ship back on and in con- 
dition to operate, when you try to get several hundred of them you 
have quite a different problem and you might not be able to do it in 
30 days and obviously would not be able to do it in 30 days. 

Admiral Cottins. That is right. Priorities would be involved and 
it might take an apprec iable time. That is why we are interested 
in havi ing ships oper ating. 

Mr. Totierson. That is all, Mr. Chairman. 

Mr. Rosrson. I would like to ask one question. The ships that are 
operating under foreign flag under these other countries are owned 
and operated by American citizens; is that right? 

Admiral Cottrns. Yes, sir. 

Mr. Roseson. If they were required, could not the owner be re- 
quired and expected to order those ships to suit your designations of 
bringing them under your control ? 

Admiral Corus. Yes, sir. 

Mr. Roseson. Where and if and when needed. 

Admiral Corus. Part of the standard conditions under which we 
impose no objection to the transfer to foreign flag, is just that, and we 
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have written agreements with a number of owners and operators. 

Mr. Roseson. So that you would immediately notify the owners 
involved that you required the ships and then the obligation would be 
on them to furnish the ships immediately. 

Admiral Cotuins. That is correct, and it even goes so far as an 
agreement stating that a fleet commander could take over the ship 
without consent of the owner and arrange later. We have agreements 
of that nature, now. 

Mr. Roseson. Do you anticipate that you would have some aware- 
ness of the situation to anticipate the urgency so that the ships would 
not be caught somewhere before you moved; is that right 

Admiral Cottins. Yes, sir. 

Mr. Roseson. The understanding I had was that you should be 
able to punch first. 

Admiral Cotiins. I would expect that we would have some knowl- 
edge that would help us to implement that plan. 

Mr. Roseson. That is all. 

The CHarrman. Do you have any provision in your acquiescing 
to this program as to who will be the commanding officer of the ship 
and any screening on that comanding officer # 

Admiral Coturns. No, sir; that is Maritime’s problem. 

The Cuatrman. Then he would have a little authority himself on 
the ship as to where he wanted to carry it; would he not? 

Admiral Cottins. Unquestionably. 

The Cuatrrman. Mr. Allen. 

Mr. Auten. Mr. Chairman. 

Admiral, if you had to break out these ships in the laid-up fleet, and 
I say parenthetically that my understanding is possibly that 1,100 to 
1,400 of them are in a fair degree of readiness, what. do you think 
would be the greatest delaying cause: the lack of repair yards, the lack 
of ship repair personnel, or the lack of seagoing personnel ? 

Admiral Coutrws. I do not know, Mr. Allen. I am sure that all 
would have an effect. The repair facilities are hardly adequate to 
activate 1,100 ships at one time, in my opinion. The problem of crews 
is another problem which we have not resolved as yet; which would 
be governing I am unable to say, sir. 

Mr. Auten. Thank you, Mr. Chairman. 

Mr. Macponarp. Mr. Chairman, I have just one question. 

In answer to Mr. Robeson you said you had agreements with some 
shipowners in your acquiescence of transfer. I take it you do not have 
agreements with all the shipowners who have transferred. 

“Admiral Couiins. Maritime can answer that better than I ean, Mr. 
Macdonald. They have some agreements, I believe, and are trying to 
make others with all operators of United States-owned ships under 
foreign flag. 

Mr. Macponatp. Is there any reason that you know of why we 
should not insist on having that agreement in writing with all of them ? 

Would you identify yourself for the record ? 


STATEMENT OF WALTER C. FORD, DEPUTY MARITIME 
ADMINISTRATOR 


Mr. Forp. Walter C. Ford, Deputy Maritime Administrator. 
We have agreements with the people who have transferred ships 








t! 


W 





a 


ad 
to 
nik 


ck 


all 
to 
Ws 


ila 


Mie 
ive 


rto 


der 


we 
mM 


ips 





STUDY OF VESSEL TRANSFERS 607 


from United States to foreign flag but there are a number of United 
States companies, most of the major oil companies, who have built ships 
abroad and have registered them under foreign flags and they have no 
contractual agreement to make those ships ‘avails able. However, we 
are trying to work out some arrangement with them. 

Mr. MacponaLp. My question was to the ships that were actually 
transferred, not built abroad. 

Mr. Forp. Those are under agreement. 

Mr. Macponatp. All of them ? 

Mr. Forp. Yes, sir. 

Mr. Macponap. I thank you. That isall. 

Mr. Van Petr. I have no questions. 

Mr. Ray. I have no questions. 

Mr. Preity. I would like to pursue the subject of personnel raised 
by Mr. Allen a moment ago. Do we have a mobilization plan which 
covers ships’ officers and necessary skilled personnel, trained personnel ? 

Admiral Coriins. No, sir; we do not for Maritime ships. May I 
ask Admiral Ford ifhe has one for Maritime? 

Mr. Petry. I would certainly think that this is the place in the 
record where I would like this carried. 

Admiral Cotirys. Do you have any plan for mobilizing American 
seamen for American ships? 

Mr. Forp. We have no definite plans. We have no organized 
reserve as such. We know where the sources of manpower lie and 
we have plans to recruit them but we have no reserve program as such. 

Mr. Petty. Do we know how many officers would be needed to man 
the ships? 

Mr. Forp. Yes, we do. 

Mr. Petty. We know that there are sufficient trained men available? 

Mr. Forp. There are. We know that. 

Mr. Petty. But we have no claim on graduates of Kings Point or 
any of the trained personnel? 

Mr. Forp. That is slightly different. Most of those people are in 
the Naval Reserve and would be available. 

Mr. Petry. There is no requirement at the moment, as I understand, 
that they go into the Naval Reserve. 

Mr. Forp. That is correct. 

Mr. Petty. Therefore, we have no claim on their services. 

Mr. Forp. If they do not go into the Reserve, that is correct, except 
through the draft in wartime, of course, when they could be subjected 
to the draft and made available by that means. 

Mr. Petty. It seems to me that, if we are studying the requirements 
of ships and the time necessary to get them in service, we should also 
have a definite plan for the personnel to man those ships. Maybe we 
should go a little further in the way of study of conditions in the event 
of an emergency than we have at the moment. 

Mr. Forp. I think you will find, Mr. Pelly, that the unions have 
insisted that this is a civilian activity and that they will be able to 
furnish the manpower in time of war and any attempt to organize 
them into a reserve would be resisted. 

Mr. Petty. Well, the unions could be organized to the point of 
where they would certainly furnish the men. 

Mr. Forp. They did that in the Korean emergency. 

Mr. Petry. That is all, Mr. Chairman. 








608 STUDY OF VESSEL TRANSFERS 


The Cuatmman. Admiral, getting back to that national defense 
reserve fleet, you made a survey, I presume, to ascertain that the now 
available merchant ships are adequate to supply the reserve fleet of 
the Navy when it is put into full action with the active fleet and the 
other components of the three other branches of the national defense 
for supplies and logistics, have you? 

Admiral Cotiriys. As far as our responsibility goes under the war 
plans, yes, we have. 

The Cuartrman. Is it complete? Is it adequate as of today? 

Admiral Cotutns. No, there is a deficiency in cargo types. There 
is a deficiency in cargo types which is recorded in the MARAD-Navy 
program. I have it here, sir. There is a requirement for 1,300 no- 
tional dry-cargo ships and there are 110 dry-cargo ships equivalent to 
the C-3 class as a deficiency. 

The Cuarrman. There is a deficiency of 110? 

Admiral Coturns. 110 dry-cargo ships equivalent to a C3. 

The CuarrMan. There isa deficiency of 110 of the C-3 class? 

Admiral Cotuins. Yes, sir. 

The Cuarrman. That is to take care of the logistic needs of all the 
various branches of the national defense ? 

Admiral Couurns. Yes, sir, as far as the Navy would be concerned. 

The Cuarrman. What is the Navy doing about that to bring it up 
to standard? You keep your combat ships in reserve and ready to go 
into action. What are you doing about this other phase? You could 
not operate unless you had this, could you ? 

Admiral Cotitrns. We could operate; yes, sir, but it would limit us 
to some extent. We have nearly 1,200 dry-cargo ships available either 
operating or in the reserve fleet. 

The CruatrMan. You mean counting these available ships in all of 
these blowup countries ? 

Admiral Cotuins. Yes, sir. 

The Cuatrman. And not knowing who runs the ship or what the 
crew is on them, you are depending on those ? 

Admiral Coturns. That is right. That is part of our plan. 

The Cuarrman. You do not send any combat ships out with that 
kind of crew on them, do you? 

Admiral Cotturns. No, sir. 

The Cuarrman, What is the Navy doing to try to help this situa- 
tion? 

Admiral Cotxiins. Well, in the first place we prepare this MARAD- 
Navy planning group paper to advise the committee and the Congress 
how the merchant marine reserve fleet stands and encourage the re- 
placement of ships in the reserve fleet by new construction; we ask 
that certain policies be observed; we interpose no objection wherever 
we can get equivalent new tonnage for ships taken out of the reserve 
fleet. In short, we are doing all we can to encourage the replacement 
of obsolete ships with the best quality we can get. We are somewhat 
limited in initiating replacements but we are very anxious to encour- 
age the replacement of those ships as rapidly as we can. 

The Cuatrman. Are there any other questions? 

Mr. Totuierson. Yes, I have a question. 

The Cuarrman. Mr. Tollefson. 

Mr. Totierson. As I understood your answer to the chairman’s 
question, with the ships that would be available to you, including those 
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in the reserve fleet, those in the active fleet and those under foreign- 
flag operation under effective control, you could meet mobilization 
requirements and could operate. Did I understand you to say, in a 
limited way. 

Admiral Cotrrs. Well, in more than a limited way. We would 
be somewhat limited by the deficiency of 110 ships. 

Mr. Totterson. That is what I thought you said. Now then, we 
have about 3,000 of those vessels in those categories as I understand it, 
a couple of thousand in the reserve fleet and a thousand or more in the 
active fleet so that altogether you would have in the neighborhood 
of 3,000 ships available. In World War II we had twice that many 
ships in operation. You do not mean to say that if we got into a 
similar conflict we could get by with 3,000 ships? 

Admiral Corts. Probably not, Mr. Tollefson. This requirement 
is based upon our current capabilities plans as of D-day. We would 
need more ships if the war lasted longer than 6 months. 

Mr. Totterson. You are talking about the mobilization require- 
ments when you say that you can get along with this number? 

Admiral Corts. Yes, sir. 

Mr. Totterson. But if we got into another war like World War IT 
we would certainly need more than 3,000 ships. 

Admiral Cotitins. Undoubtedly we would, sir. Our experience in 
World War II required a tremendous building program to get mer- 
chant types, AKA’s and APA’s before we could initiate an offensive. 

Mr. Totierson. As a matter of fact, we had testimony in this com- 
mittee that No. 1 priority perhaps sometime before the end of the 
war was cargo vessels, the carrying of cargo, at least to Europe. 

Admiral Cotiins. That is right. 

Mr. Totierson. And we built over 5,000 ships during World War IT. 
Now they tell us the Russians have in the neighborhood of 500 sub- 
marines and nobody knows exactly how many. The Germans had 
only 60 or 70 at the outbreak of World War IT and they sunk quite 
a few of our vessels and the vessels of our allies. I would be con- 
cerned that if we got into a conflict again a greater number of more 
efficient submarines would do a lot of sinking and 3,000 ships would 
not begin to meet our requirements unless we wanted to fight at home. 

Admiral Cotirs. That is why I tried to point out that we are 
interested in every ship in the merchant fleet because unquestion- 
ably if the war were prolonged for any length of time we would 
find need for everything we could get our hands on. 

Mr. Totterson. That is all, Mr. Chairman. 

The Cuatrman. Admiral, the major responsiblity of the Navy 
today is the submarine menace, is it not ? ‘ 

Admiral Cotiins. It is one of our major responsibilities, Mr. 
Bonner. : 

The Cuatrman. Would you be any better prepared today than you 
were at the outbreak of World War II when you were found so 
deficient ? : 

Admiral Cottixs Much better prepared, yes, sir. 

The Cuatrman. Mr. Robeson. 

Mr. Rosrson. The thought occurs to me now that the transportation, 
so far as air transportation, is made a primary business by the De- 
fense Department. They have gone all out to take care of land trans- 
portation, but sea transportation they do not apparently regard as in 
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the same primary responsibility but leave it at rather loose ends, do 
they not ? 

Admiral Cotiins. To whom are you referring, Mr. Robeson ? 

Mr. Ropeson. We have a Secretary of Defense and all this vast, big 
bureau of the Government with half of the budget available for them. 
We have land transportation facilities all over the world and over 
America, too, and we have tremendous air facilities, but it seems 
that the sea transpotration is to just be gathered in with a lot of every- 
body’s assistance, maritime, the unions, ship operators, foreign flag, 
American citizens, foreign ships. I had not appreciated that there 
existed such a situation as appears to exist. 

Admiral Cotzins. There is no question about the impact of air 
transport. It has a great deal to do with, shall we say, the scarcity 
of shipping and it has been the Navy’s object to try to point out the 

value of shipping in carrying bulk cagoes, items which aircraft would 
have difficulty in carrying; and how much cheaper it is to transport 
sargoes and passengers by water. 

Mr. Rorrson. You underst: and what I mean. There are billions of 
dollars of land transport and air transport out of these defense funds. 
Now, no major effort could be undertaken, maintained, or sustained 
without sea transportation; could it? 

Admiral Cotirns. That is correct. 

Mr. Rozeson. Yet that does not seem to have the same attention and 
certainly does not get the same support, it seems to me. 

Admiral Coturs. It does not get the support. 

Mr. Ropsrson. It has not the money. The chairman mentioned &: 
million available to recondition ships, and you have to practic ally g go 
into a revival meeting to persu: ade ey verybody to vote for it, and then 
billions go the other way for air and land, and everyone thinks that is 
necessary. Does that not make it necessary for somebody to take 

responsibility to be sure that we do have the sea transportation ? 

Admiral Coturns. Yes, sir. The Navy is vitally interested in sea 
transportation since it is the single manager for ocean transportation. 
We are vitally concerned that there is a deficiency. 

Mr. Rozeson. You would not want to say so, and I would not expect 
you to, but the Navy is left with the hope that something will happen. 
The others do not have to hope at all. It is already done. 

Admiral Cotuins. Iam afraid that that is too true. 

The Cnarrman. In the overall dividing of the money on the top 
level at the Pentagon, how much does the Navy try to impress the 
Secretary of Defense that more attention should be given to the supply 
ships upon which the Navy depends to carry out their logistic activities 
during an emergency / What do you do to try to impress that on 
the Secretary of Defense level? 

Admiral Cotuins. We present to him a ship-construction bill each 
year containing the items which we think are necessary. 

The CuarrMan. Are they combat ships? 

Admiral Cottrns. They include ianceee ships, and auxiliaries. 

The Carman. I am talking about this private industry on which 
you are dependent. 

Admiral Cotiixs. We have no plan or proposal. We present no 
construction bill for the merchant marine. 
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The Cuamman. Do you try to impress on the Secretary of Defense 
the necessity of this merch: unt marine on which you admit you depend ? 

Admiral Cottins. Yes, sir; as far as we can. 

The Cuatrman. In what way? Do you have any memoranda that 
you have presented to the Secretary of Defense? “Does the Chief of 
Naval Operations or the commander of the fleet at sea go in and talk 
to him about it at all? 

Admiral Cottins. To my knowledge, Mr. Bonner, this paper here is 
about the only one. 

The Cuarrman. He gets a lot of papers. There is more paper there 
than anything else. I went to see an admiral the other day. He was 
writing a letter to himself. His head man was away and he was writing 
to himself. He died laughing about it, but this paper work has gotten 
to be something. I mean actually the top of the Navy impressing on 
the Secretary of Defense the necessity for the armed services to get 
interested in this picture. You certainly have conferences with the 
Secretary or his staff; do you not ? 

Admir al Coniins. We do with his staff people; yes, sir. 

The Cuamman. Can you tell us anything about what you have said 
tohim? Tam not talking about on paper. 

Admiral Coturys. I can give you no specific instances 

The Cuarrman. That is where we must eventu: lly ret to; is it not? 

Admiral Cotiiys. Yes; we are always troubled with the problem of 
dollars. 

The Cuatrman. We are supposed to have a unified national defense 
and he is supposed to be the umbrella and the handle over all of you. 
Does he pay any attention to this problem? I asked you, Does he 
pay any attention to the subject we are discussing ? 

Admiral Cotiins. Mr. Bonner, I cannot answer that. 

The Cuarrman. Who could tell us? 

Admiral Conus. I suppose the Secretary of Defense himself is the 
only one that could tell you. 

The CuarrmMan. We have shadow-boxed around with this thing and 
we have had all kinds of people testify, but we just do not seem to get 
tothe spot. I ask you this: Is it not just as essential to have this arm 
of the naval defense as it is your combat arm? 

Admiral Cotuins. As asupport for the combat arm ; yes, sir. 

The Cuairman. You could not operate without this, could you? 

Admiral Cotiins. No,sir. We could not operate without it. 

The Cuatrman. Is it not just as essential ? 

Admiral Cotiins. Yes, sir; as support for the combat arm it is 
just as esse ntial, 

The CHarrmMan. So that you have all these combat ships ready for 
action and he is interested in those and you go to him about those. 
Is it not just as essential that those in the highest echelon of the 
Navy go to him about this problem ? 

Admiral Couurns. Yes, sir. 

The CHarrMan. You do not know anybody that ever discussed 
with him? 

Admiral Cotiins. Not to my knowledge. 

Mr. Macponatp. Mr. Chairman, I have just one question. 

The CHamman. Yes, sir. 

Mr. Macpvonarp. Is it the Navy’s position that, since atomic war- 
fare is of the type that we read about, that the supply problem 
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might not be as acute in an outbreak of major war as it was in 
World War II and therefore you are neglecting, and 1 use that word 
advisedly, the merchant-marine aspect of warfare? 

Admiral Cottins. That is a speculation, sir. We are not neglect- 
ing it. I think it falls by the wayside because there are a limited 
number of dollars available. 

Mr. Macponatp. Let me ask you this direct question. Is the Navy’s 
position that in atomic warfare the length of the war would be of 
such a duration that perhaps it would not be as serious a problem to 
supply vast overseas bases as it was in World War II. 

Admiral Coxurns. I cannot speak for the Navy on that subject, 
sir. 

Mr. Macponatp. On what subject ? 

Admiral Coxtiys. On whether the atomic war would shorten our 
lines of supply. You asked me, is it the Navy’s position. I cannot 
speak. 

Mr. Macponatp. What is your position ? 

Admiral Cotuins. I have nothing upon which to base an objective 
answer on that. I cannot tell. 

Mr. Macponatp. You mean you have never seen an atom bomb? 

Admiral Cotiins. No; I have never seen an atom bomb. 

Mr. Macponaxp. Or seen pictures of the results of one / 

Admiral Couuins. I have seen pictures. 

Mr. Macponatp. I have no further questions, Mr. Chairman. 

The CHarrMan. Mr. Allen. 

Mr. Auten. Mr. Chairman. 

I would like to follow up Mr. Bonner’s question a little bit. Here 
a few days ago the Maritime Administration requested $78 million, 
I believe, for construction subsidy to continue building 4 or 5 more 
ships in their replacement program, and they were cut to $3 million 
which obviously delays the program for at least a year. It would 
seem to me that there should be an evaluation by someone in the Navy 
or Defense of what the loss of the use of those ships for a year means 
in case of a mobilization and if it means anything either in the 
readiness of shipyards or the loss of the use of the ships that there 
should be some kind of a representation from the purely Defense 
Department standpoint as distinguished from the industry side of 
the merchant marine. 

Is there any such liaison between the Maritime Administration or 
the Department of Commerce and the Department of Defense which 
would make sure that the situations of that sort are reviewed and 
evaluated and the representations made to the people in control of the 
appr opriations ? 

Admiral Cotirs. Only through our association with the Maritime 
Administration in which we comment upon proposals to augment the 
reserve fleet. The Department of Defense does all that it can to en- 
courage subsidies for these ships, in one case by advising what is 
necessary to improve the ship to make it a naval wuxiliary or approv- 
ing the ship, as being useful to the United States Government in time 
of war. It is only in that manner that we can support this program. 
Then naval officers appear from time to time before congressional com- 
mittees supporting programs such as the new ste: umship United States. 
Those are the only areas in which I know now that we offer support. 
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Mr. Auten. Getting back to this situation just immediately past, 
I do not know. Should there be an evaluation by the Navy step by 
step as these programs are being lost by another department? 

Admiral Coturns. Yes; I believe there should. 

Mr. Auten. Should it be sufficiently immediate so that the proposed 
action could be reversed if it is damaging to the potential defense 
effort ? 

Admiral Cotur1ns. I believe the only way we could do that would be 
as a witness before a congressional committee that was considering the 
problem. 

Mr. AtLeN. Does that not sort of indicate that for practical pur- 
poses on immediate programs it should be more the policy within 
the executive branch for Commerce and Maritime to take the re- 
sponsibility for the merchant marine and Defense and Navy take the 

responsibility for the Navy ships and that each in a way keeps out 
of the other fellow’s territory except on some long-range planning ? 

Admiral Cotzrns. I would like to ask if I understand correctly, did 
you say that M: iritime and the Nav y should follow their own separate 
ways instead of working together ? 

Mr. Auten. They do not tread on each other’s toes insofar as their 
respective responsibilities are concerned. 

Admiral Corxins. No; I think we work very much in unison to 
accomplish what we would like to see; improvement in the condition 
of the reserve fleet. From time to time members of the Navy appear 
before subcommittees as in the case where Admiral Burrowes ap- 
peared before the Subcommittee on Commerce of the House com- 
mittee in an appeal for a replacement vessel for the steamshi 
America. Iam sure that when our program objectives are generate 
the basis of our budget, that these items are included as desirable 
things to support our mobilization. In the budget process many 
things are eliminated to meet a dollar ceiling and we sometimes lose. 

Mr. Rozsrson. Did you say appear before an Appropriations Sub- 
committee ? 

Admiral Coriins. No; before the Subcommittee on Commerce. 

Mr. Rosrson. That is exactly what I thought you said. 

The Cuarrman. Did you say “ Appropriations” ? 

Admiral Cottrns. Yes; the House Committee on Appropriations. 

Mr. Ronson. I wanted to know if it was an Appropriations Com- 
mittee, 

The CHarmman. Do you not think that the Secretary of the Navy 
should come here and answer these questions? I do not like to belabor 
you, but is he not the man, after all, that is responsible in that higher 
echelon ? 

Admiral Cortins. Yes; he has the responsibility. 

The Cuarrman. Are we not just wasting time if we want to get 
some support out of the top man in the administration to bring any- 
body down here but the Secretary of the Navy ? 

Admiral Conus. Well, I think we should be able to answer the 
questions for him. We represent him here. 

The Cuarrman. We get so far here, and we do a lot of talking, and 
we have the same people testifying all the time. They are handi- 
capped. They are told what to say and what to do. They are lim- 
ited. I have the highest respect and regard for you. You have 
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greatly impressed me with your fairness and honesty, but I think 
sometimes we are just wasting time sitting in these chairs up here. 

Admiral Cotiins. There are unquestionably some questions that 
he could answer that I cannot answer. 

The Cuarrman. The questions asked of you today should be directed 
to him. 

Admiral Cottins. You probably would get more definitive answers ; 
yes, sir. 

The Cuatrman. Did you finish, Mr. Allen? 

Mr. Auten. Yes. 

The Cuamman. Mr. Van Pelt. 

Mr. VAN Petr. I have no questions. 

The CHarrmMan. Counsel has 1 or 2 questions. 

Mr. Drewry. Admiral, in considering this whole question of etfec- 
tive United States control, as I have tried to add the pieces together 
I have come to the conclusion that it is apparently based on one as- 
sumption and that is on full mobilization; is that correct ? 

Admiral Cottrs. That is correct. 

Mr. Drewry. At which time you do not care whether taking over 
the flag of another country is an unfriendly act or not. 

Admiral Cotirs. It would depend upon the country. 

Mr. Drewry. If there is no treaty it is an invasion of the sovereignty 
of that country no matter whose dollars own the ship. 

Admiral Coxiutns. Necessity would be the determining factor. 

Mr. Drewry. In the Korean war it is my recollection that 85 per- 
cent or better of all ocean shipping to support that war which was 
a combined effort, a United Nations effort, was American-flag ship- 
ping. That was American-flag shipping, not American-dollar ship- 
ping. It is also my recollection that the oil supply was met through 
the reactivation of the tanker pool which was developed, I believe, fol- 
lowing World War II. That pool was made up of American-flag 
ships—is that correct—or did the tanker pool include foreign-flag 
ships? 

Admiral Coturns. May Lask Maritime? Was it both ? 

Mr. Forp. I think most of the tankers used were American flag. 
There were some foreign, but the oil companies substituted foreign- 
flag tonnage for their American-flag tonnage in order to make them 
available to the Armed Forces so that in effect they did use foreign 
flag. 

Mr. Drewery. The foreign-flag tonnage was used. 

Mr. Forp. To substitute for American-flag carriers which were in 
turn made available to the Armed Forces for the Korean operation. 


Mr. Drewery. Is it not a fact that during that period the tanker 


rates went up considerably for civilian and industrial use / 

Admiral Cotirys. Well, I could not certify to that. 

Mr. Drewry. Could you determine it / 

Admiral Cotirns. Yes, we could. 

The Cuarrman. Do you know about rates, Admiral / 

Mr. Forp. Yes, sir; but I am not sure of the figures at this time. 

The CuHarrman. Would you not have first-hand knowledge of a 
thing that would be that spectacular ? 

Mr. Forp. I would think so; yes, sir. 

The Cuarrman. I would think that you could say whether they 
went up or did not go up. 
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Mr. Forp. I think they did go up but I do not know the exact 
amount. 

(The information is as follows :) 

DEPARTMENT OF COMMERCE, 
MARITIME ADMINISTRATION, Washington, D. 0., Jume 25, 1957. 
Hon. Hersert C. BONNER, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington, D. C. 

DEAR Mr. BonNER: During the course of the testimony before the Merchant 
Marine and Fisheries Committee on June 11, 1957, you requested that a state- 
ment be furnished which would indicate the effect on rates of the tanker short- 
age during the Korean action. Reference was made to world market rates and 
rates charged under the voluntary tanker plan. 

The voluntary tanker plan had its inception in January of 1951, and con- 
tinued through May of 1953, at a fixed rate of USMC plus 25. During this 
period a total of 576 voyages was made, aggregating a total contribution of 
9,838,765 deadweight tons, with 91 tanker owners participating in the plan. 

The commercial dollar market during this period reached a peak of USMC 
plus 200 at the end of January 1951, carried through at this same rate until 
mid-March, and then took a rapid decline down to USMC plus 10 by the end of 
May 1951. From May until October the market fluctuated from between USMC 
plus 10 to USMC plus 40, and then again rapidly increased to USMC plus 200 
by the end of November 1951. This rate held at approximately the same level 
until April 1952, and by mid-May of 1952 again took a rapid decline to USMC flat. 
From May 1952 all the way through until August of 1952 the market fluctuated 
between USMC plus 30 and USMC minus 60. During most of this period the 
rate was below USMC. 

The USMC rate in this instance refers to the USMC basic rate of $2.85 per 
ton, Port Arthur to New York, established by the former Maritime Commission, 
and was used as a basis for the earning capacity of a standard tanker, with the 
theoretical goal that, no matter where the vessel trades throughout the world, 
its return per day should be similar to the return per day on this basic Port 
Arthur to New York run. Although the former vessel rates were established 
in 1948 and have no official standing, they are still used by the tanker industry 
as a base for ratemaking in connection with tanker charters. 

Sincerely yours, 
WALTER C. Forp, 
Deputy Maritime Administrator. 


The CuarrMan. I want to see if we can get a little record here and 
not waste a lot of time. 

Mr. Auuen. I do not think they went up too much because of the 
pool. 

Mr. Drewry. That was the case of something short of a full scale 
war. It has been my understanding from the testimony that the 
theory of effective United States control is that the ships are avail- 
able at any time we ask for them. That would have been a time 
to ask for them. 

Admiral Cotirns. Not at any time. 

Mr. Drewry. Any time that there is an emergency going on. 

Admiral Cotiins. Yes. 

Mr. Drewry. The concept according to your testimony was estab- 
lished in 1947 by the Joint Chiefs of Staff so at the time of the Korean 
war the concept was in use. 

Admiral Cottrns. It was operating, yes. 

Mr. Drewry. There is just a little bit more that I want to ask. 
There are several things that makes us feel that effective control is 
effective. One is that it is American ownership even though foreign 
flag. ‘Two, ina full mobilization of all-out emergency the Nav Vv would 
just go in and take the ships if the skippers would not return them back 
to the United States territory. Third, maybe a little short of that if 
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we had the ship warrant system you would use that to put the squeeze 
on them and probably, fourth, the ships we are talking : about are Amer- 
ican-owned and, comes a war, American owners are going to want to 
put their ships where they can get dollars and the one place they can 
get dollars is right here so that there would be a strong inducement 
for them to come home. Nov, is it fair to conclude that the reason 
that this policy has been adopted as against the other means that are 
already provided in the law and which have been there, such as trade-in 
and build by the government for charter and fully for subsidy, is be- 

sause there is a belief that money will not be available for these ships? 
Ts that the reason that we are making this compromise which I under- 
stand you feel is a compromise? You would rather see them under 
American flag. Is the lack of money the reason or is it an administra- 
tive conclusion that the Congress would not support the laws which 
it has on the books such as trade-in, subsidy, and others? 

Admiral Cottins. No, I believe that we have tried trade-in and 
gotten very few replac ements for the reserve fleet. It is my personal 
viewpoint ‘that when the trade-out operation was suggested we began 
getting ships in the reserve fleet or substitutes for them. 

Mr. Drewry. By substitute for them you mean the reserve fleet being 
a foreign-flag active fleet. 

Admiral Contains. No, the acquisition of new ships. Until the 
trade-out program was started there were very few new ships con- 
structed. Since that time there has been an appreciable improvement. 

Mr. Drewry. We are talking about having a merchant marine ready 
for you when mobilization comes. 

Admiral Cottins. Yes. This trade-out procedure is a procedure 
which apparently brings results. I do not think I have answered your 
question as to the money not being available. I do not think we have 
considered that at all. 

Mr. Drewry. You have made the statement that you would favor, 
for instance, the sale foreign of the America if it were possible to 
get a replacement for her. I would assume that it not being possible 
would mean that there would be no money. 

Admiral Cotiins. I cannot say that that would be the reason. I do 
not know what the reason would be. 

Mr. Drewry. I will pass that and I have just one more question. 
Would you tell me what the Planning Board for Ocean Shipping is? 

Admiral Cottiys. It is a NATO organization which meets once a 
year to determine what the naval control of shipping arrangements 
would be in the event of war and a plan for the allocation and em- 
ployment of all NATO apne: in the event that it is implemented. 

Mr. Drewry. And the United States, of course, is represented on 
that Board, by whom ? 

Admiral Conus. Yes, sir. Mr. Morse is the chairman. 

Mr. Drewry. The United States is represented by Mr. Morse and 
you? 

Admiral Cottrns. I am the Department of Defense representative. 

Mr. Drewry. Are there any American shipping people in any way 
associated with the American membership on that Board as advisers 
or alternates or in any capacity whatever ? 

Admiral Coriins. They are not directly represented but their 
interests are protected by Maritime and State Department backup 
representatives. 
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Mr, Drewry. Do the British follow a different system in member- 
ship on the Board? Do they have industry representatives? 

Admiral Cottins. They are all Government people to the best of my 
knowledge. 

Mr. Drewry. They do not have any industry representatives, private 
shipping operators sit with the Board when it meets as advisers 4 

Admiral Cotzins. No. 

Mr. Drewry. They donot. That is all, Mr. Chairman. 

The Cuarrman. I overlooked one matter in your previous testimony 
that I wanted you to clarify a little. Iwas partic ularly anxious to get 
a better understanding from you as to why the Defense Department 
asks a minimum speed i in dry cargo vessels of 18 knots and is satistied 
with a lesser speed in tankers since you now say this morning that 
tankers are just as important to the national defense. Now, have you 
been mulling that over down there lately ? 

Admiral Cotirns. Yes, sir. We are looking for a minimum of 138 
knots in all ships and we have looked for a minimum of 20 knots in 
those that are suitable to be naval auxiliaries. There is a directive 
from higher authority, however, with respect to tankers which makes 
16 to 20 knots acceptable. 

The CHamman. What is that higher authority to which you 
referred ¢ 

Admiral Cottrns. The National Security Council. 

The CHarrman. So that while they are your ships you want to be 
certain to get the supplies on the deck of your battleships : and the food 
on the battleships but the fuel in the ship is not as important as the 
supplies and food ontheship? Isthat the answer? 

Admiral] Cotz1Ns, No, sir; not from our point of view. 

The CHarrman. Is speed of any importance? 

Admiral Cotrs. Very much so, Mr. Bonner. 

The CHarrman. Well, it is difficult to understand this difference in 
speed. It is difficult to understand that the fuel that is necessary for 
the propulsion of your battleship is not as important. 

Admiral Conriins. We still seek 18 knots for these ships and the 
lesser requirement we must accept because it comes from higher 
authority. 

The CHatraan. Maritime came here once with a bill and nothing 
was less than 18 knots. We passed the bill out and they they were 
building ships at less than 18 knots so that it is difficult to understand 
this proposition with regard to these tankers, 

Admiral Cottins. We want 18 knots. 

The Crarrman. Are the tanker operators more powerful and in- 
fluential than the dry-cargo operators in the cost of construction ¢ 

Admiral Cotitns. No, sir. They are not. 

The Cuamman. You think that has nothing to do with it. 

Admiral Cotitys. No, We will get 18 knots out of every ship if 
we can. 

The CHatmrman. Thank you. We will get on now with Admiral 
Gano and Admiral Ford. 
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STATEMENT OF ROY A. GANO, REAR ADMIRAL, USN, DEPUTY 
COMMANDER OF THE MILITARY SEA TRANSPORTATION 
SERVICE 


The Cuamman. Admiral, I understand that you are here to testify 
on a joint Maritime-Navy memor andum on ocean shipping. Before 
you start off, has this matter been taken up with the Secretary of 
Defense ? 

Admiral Gano. Yes, sir. It has. 

The Cuarrman. The matter on which you are going to testify ? 

Admiral Gano. The Navy-MARAD report, “Mr. ~ Chairman, has 
been signed by the Secretary of the Navy. 

The CuarrMan. Who discussed it with him. 

Admiral Gano. That I do not know, sir. 

The Cuaiman. It is just a memorandum that went up there and 
was signed and came back. 

Admiral Gano. That is correct, sir. Our position of the Board 
was to present it to the Secretary of the Navy and the Maritime 
Administrator. 

The CuarrmMan. It is just another paper operation. 

Admiral Gano. No, sir. I think the study is an excellent study 
which we think points’ out certain deficiencies of the merchant marine. 

The CuarrmMan. We have been over this time and time again, I 
think, but we will go a little further by killing this morning. These 
hearings will not resume any further until we have the Sec retar y of 
the Navy here. An order will be directed to find out when he can 
come and then the hearings will be resumed. 

Proceed, Admiral, 

Admiral Gano. I have a preliminary statement to give you a back- 
ground on the Board, if it please the chairman, and ‘then if you like 
I will read the Navy -MARAD report, sir. 

The Cuamman, All right, sir. 

Admiral Gano. My name is Roy A. Gano, rear admiral, United 
States Navy. I am the deputy commander, Military Sea Tr: ansport: A 
tion Service and cochairman of the Maritime Administration-Nav y 
Planning Group, and have been designated to present a discussion of 
the Maritime Administration-Navy Planning Group statement on 

“Ocean Shipping to Support the Defense of the United States.” The 
scope of this presentation is, in general, limited to the coverage of 
this statement. 

The Maritime Administration-Navy Planning Group was estab- 
lished in 1953 by the joint action of ‘the Department of Commerce 
and the Department of the Navy to determine the adequacy of the 
American merchant marine from the standpoint of national defense. 
Membership on the group is equally divided between the Department 
of the Navy and the Maritime Adiministration, with the deputy com- 
mander, MSTS, and the Deputy Maritime Administrator as cochair- 
men of the group. As indicated by the title, it is a planning group. 
Its functions are to study and recommend but it does not have the 
power of decision nor can it take any implementing action insofar 
as seeing that its recommendations are carried out. 

The group determines shipping adequacy by matching requirements 
against capabilities. Because of varying requirements the amount of 
shipping needed will change from fime to time as a result of these 
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studies. The reqiurements used are the latest approved total United 
States civilian and military requirements in support of a general war; 
the capability used is the current capability contained in the latest 
inventory of United States controlled ships. This analysis is made 
annually or whenever changes in the requirements dictate. The group 
prepares an unclassified statement entitled “Ocean Shipping To Sup- 
port the Defense of the United States.” This statement is jointly 
approved by the Secretary of the Navy and the Maritime Adminis- 
trator as a unified Maritime Administration-Navy position on the 
adequacy of the American merchant marine from the standpoint of 
national defense. It contains pertinent and current recommendations 
which are made to the Secretary of the Navy and the Maritime Admin- 
istrator for considering the necessary steps to improve the adequacy of 
the American merchant marine from a national defense standpoint. 

The CuHarrman. Admiral, on the first page you say— 

Its functions are to study and recommend but it does not have the power of 
decision nor can it take any implementing action * * * 

Now then who does have the power of decision ? 

Admiral Gano. As I said, Mr. Chairman, this is presented to the 
Secretary of the Navy and to the Maritime Administration for what- 
ever action they deem necessary in order to carry out the recommen- 
dations of this group. 

The CHamrMan. You have made your study and you have made 
your recommendations. Then what took place ? 

Admiral Gano. As far as I know there has been no action since 
we have made these studies. 

The Cuarrman. When was that, sir? 

Admiral Gano. May 8 is when it was signed. Our studies con- 
cluded on April 12 of this year. 

The CHamman. It was presented and signed? 

Admiral Gano. That is right, sir. 

The CuatrmMan. But there has been no action since? 

Admiral Gano. There has been no action. 

The CuHamman. Do you believe there will be any action? 

Admiral Gano. Yes. I think this statement will give them guid- 
ance for their future recommendations in regard to ship construction. 

The CHatrMan. It is going to give guidance to whom ? 

Admiral Gano. To the Maritime Administrator and to the Secre- 
tary of the Navy in his coordinations with the Maritime Adminis- 
trator for future recommendations in regard to construction, cargo 
handling, equipment, and preparedness generally for an all-out emer- 
gency. 

The Crarman. I see it was signed by the Assistant Sec retary of 
the Navy. 

Admiral Gano. That is right. 

The Cuatrman. Is he in charge of this function? 

Admiral Gano. He is the Assistant Secretary for Material, sir, 
under whom this would come. 

The Cuatrman. How much influence does he have with the Secre- 
tary of Defense? 

Admiral Gano. Well, sir, I would not know. 

_ The Cram AN. That is where the main influence must come from; 
is it not 
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Admiral Gano. Yes, sir. I would think so. 

The Cuarrman. Admiral, I say to you again that I have high re- 
gard and respect for all of you gentlemen and nothing that I say is 
meant in any way personally at all. 

Go ahead, Counsel. 

Mr. Drewry. Admiral, I would like to follow up Mr. Bonner’s 
question a little bit. This memorandum is addressed to no one but is 
signed by the Assistant Secretary of Defense and the Maritime Ad- 
ministrator and Chairman of the Maritime Board. Yet it reads as if 
if contained direct recommendations by the Department of Defense 
and by the Maritime Administration. What is the significance of the 
approval by the two gentlemen who signed it? Is that an adoption of 
a mere notation that ‘they have seen it? What further step is it up to 
them to take? 

Admiral Gano. Well, I would think that they would use this Navy- 
Maritime Administration report and give it to the various staffs. For 
instance the Secretary of the Navy should give it to the Chief of Naval 
Operations for further implementation, and the Maritime Adminis- 
trator in turn should give it to his staff for guidance in their future 
relations between the two and for the furtherance of the American 
merchant marine. 

Mr. Drewry. Now, I want to get to one other thing that seems to 
me of considerable importance. There have been a series of these 
reports. 

Admiral Gano. Yes. 

Mr. Drewry. The first one was in 1953. It showed an entirely dif- 
ferent picture of the deficiencies that should be met by a recommended 
merchant ship construction program than this one does and in fact 
that the intermediate ones do. Then I believe some question was 
asked when this first came up as to how it happened that 3 years ago 
there was a deficiency of 164 dry-cargo ships equivalent to C-3 and 
now it is only a deficiency of 110. There was a defici iency of varying 
numbers of passenger ships for potential troop lift and now there is 
none. There was a deficiency of some 45 tankers, I think, at one time, 
and now there is none. Will you explain in a little more detail than 
you did in your general statement as to what point of departure you 
have for reaching these conclusions as to these various deficiencies 
and requirements. 

Admiral Gano. Well, I might point out first, Mr. Drewry, that in 
the report it says, 

A joint analysis by representatives of the Maritime Administration and the 
Navy Department of the total civilian and military requirements for merchant- 
type shipping upon the outbreak of war compared with the current capability of 
the United States active merchant fleet has been made. 

In other words, these deficiencies are compared to the requirement 
at the outbreak of war, compared to the current active fleet. Now, the 
Joint Chiefs of Staff determine how many ships we need at the out- 
break of war. Then we as the MARAD-Navy gr oup add up the num- 
bers that are actively available at that time. That is your deficiency 
as listed here. Now, those deficiencies will change depending upon 
how the Joint Chiefs of Staff determine what is needed at a particu- 
lar time and they make their studies once a year or more often if 
necessary. Therefore, that would change these deficiencies here. 
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The second thing that would change it would be the active number 
of ships that we have at that particular time that we make our study. 
We make our inventories as of January 1 of the current year. 

Mr. Drewry. So that there is no real projection about this. It is 
just where do we stand at the moment. You take your inventory and 
there are, we will say, 200 Liberty ships on charter so that that will 
cut down the number of dry-cargo ships that you are deficient at the 
moment. 

Admiral Gano. That is correct. 

Mr. Drewry. I wonder whether this approach for the purpose of 
guiding the committee and the Congress gives us the kind of long- 

range recommendation that we need to operate in a practical way. 
Those ships on charter might all come back within a period of a 
month or so after you do this and then you have a larger deficiency 
than we have shown here and yet we have gone ahead we will say and 
tried to carry out a rec ommended ship-construction program on an- 
other basis. Is any effort made in the joint group to make a pro- 
jected program of requirements that would be a guide over some fu- 
ture period rather than just at some particular moment when you 
take a look at the balance between effective control and reserve fleet 
whether they are active or laid up? Do you see what I mean? 

Admiral Gano. Yes. I agree with your views that this does not 
present a long-range replacement program on which I understand 
another study has been made. This is a study to present the defi- 
ciency as it occurs at the particular time. Of course, the Navy- 
MARAD group goes further in its study and projects the deficiencies 
over a period of several months or years after an emergency. Those 
deficiencies are listed and then the inventory of the Maritime and 
Navy Reserve fleets are placed against those deficiencies to see whether 
we have enough as the months go on, and as the new construction 
comes in starting at the beginning of the war. 

Mr. Drewry. I just wanted to get it fully clear that when there 
is shown to be no deficiency in numbers of tankers and passenger ships 
that that is no cause for relaxing or feeling that we need not attempt 
to improve our position in those categories. 

Admiral Gano. On the contrary I think we have plenty to concern 
us because our deficiencies are qualitative if not quantitative. Now, 
in regard to the tankers, we have every tanker available now in opera- 
tions and that is the reason you see no deficiency at the current time. 
The same with the passenger ships. For the current time we have 
enough passenger ships in operation to take care of our initial current 
needs on M-day, but there is a definite deficiency both in the qualita- 
tive speed, age of the ships and their abilities to do their job from a 
cargo-handling point of view. 

Mr. Forn. That is cover red on page 11, where it is stated that only 

9 percent of the passengers’ capability is capable of 20 knots or greatel 
and 91 percent. of passengers’ capability becomes obsolete between 
1963 and 1966, 

Mr. Drewry. Then your recommendation for a phased construction 
program should be based more on that qualitative deficiency than 
on the immediate quantitative one: should it not? 

Mr. Forp. It was with this in mind that the long-range replacement 
of the subsidized fleet was started. The long-range replacement pro- 
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‘am is based on replacing approximately 20 ships a year. And it was 
as a result of this study ‘and consultations with the Office of Defense 
Mobilization that that particular program and the trade-out-and- 
build, trade-in-and-build programs were devised to provide for an 
orderly replacement of the obsolete tonnage. 

Mr. Drewry. Your reference beginning at the bottom of page 7 to 
the current MARAD-Navy repl: .cement program refers on page 8 to 

reducing the deficit but it does not talk about which is the immediate 
deficit rather than the qualitative deficit. 

Mr. Forp. By replacing the ships currently in the operating fleet 
which will in turn be turned into the reserve fleet they will contribute 
toward reducing the deficit. The traded-in ships will improve the 
quality of the reserve fleet and they will be replaced by new tonnage. 

Mr. Drewry. You did not make any recommendations for passenger 
ships here at all within your construction program. 

Admiral Gano. Numberwise, no, we did not, but only in the quali- 
tative sense W here they were deficient in speed. 

The Cramrman. Is this report solely made by the Navy? Does the 
Army have anything to do with it? 

Admiral Gano. No, sir, but it takes all of the requirements of the 
Department of Defense into consideration when the study is made. 

The Cuamman. Was there any representation on this Board by 
the Army ? 

Admiral Gano. No, sir; there was not. 

The CuarrmMan. That is the reason I was reading this and I was 
wondering, are we going to hire the Queen M: ary and Queen Eliza- 
beth back from Britain to move our soldiers again? No consideration 
was given to that ? 

ee Gano. No, sir; it was not at the time. 

The Cuarman. How are we going to move them? Do you have 
plenty of tr ansport to take « are of all of that ? 

Admiral Gano. Initially, yes, sir; and with those in the reserve 
fleet plus those that would be scheduled for construction within the 
first year we feel that there would be sufficient. 

The CHatrman. Scheduled for construction in the first year of 
what / 

Admiral Gano. In the first year of any emergency. 

The Coatrman. How long would it take to build the ship then / 

Admiral Gano. Roughly 1 year, sir, before the first ships would 
come up. 

The Cuatrman. Those would be transport ships. 

Admiral Gano. Any ship that we have scheduled. 

The Crarman. What is going to happen in that 1 year if what 
takes place as you say in the national defense is going to take place in 
case of emergency / 

Admiral Gano. Your capability would be solved by those that are 
now on active operating status plus those that would be put in from 
both the Navy and Maritime reserve fleets. 

The Cuarrman. You do not make any recommendation about any 
expanded passenger program ? 

Admiral Gano. Not in this report. 

The CHarrman. You take it for granted that it is absolutely unnec- 
essary to the national defense to expand the passenger-carrying 
capacity of the American-flag ships ? 
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Admiral Gano. Numerically, yes, but qualitatively, no, sir. 

The Cuarrman. Just explain that to me, please. 

Admiral Gano. What I mean is that we have enough ships. They 
will probably be able to steam at something less than 20 knots. 

The CuHatrmMan. That is perfectly safe on which to transport troops. 

Adminar Gano. It would be a matter of being able to take those be- 

cause we did not have any others. 

The Cmairman. But you do not make any recommendation about 
preparation for others. 

Admiral Gano. Yes, sir; we do. We recommend that the new 
ships have 20-knot speed. 

The CuarrmMan. Did you recommend any passenger capacity in here 
at high speeds ? 

Admiral Gano. Yes, sir; we did; 20 knots. 

The Cuamman. Excuse me. I understood you to say that you did 
not recommend any expansion of the passenger carrying fac silities. 

Admiral Gano. That is correct. What I intended to say was that 
any future building of passenger ships should have 20 knots in it. 

The Cuamman. Did you recommend any building? 

Admiral Gano. No, sir. 

The Cuamman. Why, sir? 

(Admiral Gano. We stated it. 

The (HARMAN. It is because you are satisfied to carry them on a 
15-knot ship ¢ 

Admiral Gano. Yes, sir. 

The Cuarman. Admiral, you tell me then the difference in this 
Navy business down here of speed. You say that you are satisfied 
with live cargo on 15-knot ships. Yet you want a 20-knot speed ves- 
sel to carry dry cargo supplies. Will you tell me just which is more 
Important ¢ 

Admiral Gano. You mean between the dry cargo? 

The CuarrmMan. The Navy has set up a ‘speed business here of 20 
knots for dry-cargo vessels, and I think it is 18 knots and under for 
tankers. Now we come down to live cargo and you say 15 knots is 
fast enough for that. Will you just explain that to me? It is diffi- 
cult for me to understand. You have said that 15-knot ships are fast 
enough on which to carry soldiers. 

Admiral Gano. Largely because that is the speed that we have. 
With our Liberty ships we have only 10 knots. 

The Cuarrman. Are you concerned about these fellows that have 
tu leave home and go to sea on these 15-knot ships ? 

Admiral Gano. Yes, sir: very much so. 

The CuairmMan. But you are more concerned about the cargo in 
20-knot ships. 

Admiral Gano. Weare concerned about it, sir. 

The Cuairman. It is hard for me to understand, Admiral, why you 
did not press some recommendations here for some new ships on 
which to carry troops at high speeds. 

Admiral Gano. I think we did state in here that we were in favor 
of the Maritime replacement program for those ships and that any 
replacement that would take place we would like to have 20 knots 
for the passenger ships. 
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The Cuarrman. This record is going to last, and if I am wrong tell 
me. Did I understand you to say that the Navy is more concerned 
with dry cargo on fast ships than they are with live cargoes, troops ‘ 

Admiral Gano. No, sir. 

The Cuarrman. But you make strong recommendations for ships 
of 18 knots to 20 knots and better to carry dry cargo, and that has 
been presented to this committee time after time, but you don’t make 
any recommendation for the replacement of the American-flag ves- 
sels for passengers whose purpose would be for troop carrying. 

Admiral Gano. We say 20 knots on our passenger ships. 

The Cnamman. That is not what I am talking about. I am talk- 
ing about this report that you got up. As I understand it, you did 
not make any recommendations in here for passenger ships as a part 
of the national defense. Is that correct? 

Admiral Gano. That is correct. 

The Cuarrman. That is all. Are there any other questions? 

I just simply do not understand. It is difficult for me to under- 
stand. I just hate to say this. 

Admiral Gano. I think, sir, where the confusion results is the re- 
quirements upon D-day or emergency day versus 

The Cuamrman. No, you told me that the Army was not in this but 
only the Navy. I tried to warn you by asking was the Navy interested 
in transporting these soldiers on the high seas and should not, the 
Navy have made some kind of a recomme ndation. 

All right, Mr. Allen. 

Mr. Auten. Mr. Chairman. 

Admiral, as I read your report you just said “Yes” a couple of times 
when the report said, “No.” Let me see if I can understand it. On 
page 5 of the report you say in fixing the numbers by categories that 
there is a requirement for 20 notional! troopships. 

Admiral Gano. That is right. 

Mr. Auien. That is of 193,000 gross tons. I take it from the way 
the report is constructed that you find that there are already in op- 
eration the equivalent of 20 notional ships. 

Admiral Gano. That is correct, sir. 

Mr. Aten. So that you do not need any more ships from that 
standpoint. 

Admiral Gano. That is right. 

Mr. ALLEN. On page 6 you say that troopships should have a sus- 
tained speed of 20 knots or greater. 

Admiral Gano. That is right. sir. 

Mr. ALLEN. So that that 1s a separate statement completely. You 
say that that is what they ought to be. ' 

Admiral Gano. That is right. 

Mr. ALLen. Now, on page 7 you say how a passenger ship should be 
configured to be a troop transport, the spaces and so forth for 4.000 
troops and 500 cabin spaces. That is page 7. 

Admiral Gano. Yes, sir. 

Mr. Auten. Then we go over to page 11. You say there that onl) 
9 percent of the passenger capability is capable of 20 knots or greater 
and 91 percent becomes obsolete between 1963 and 1966, which says in 
effect that 91 percent of the present ships are deficient and you would 
like better ships, and which says that only 9 percent of them are of 
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a young enough age to have a sufficient lasting quality. Is that 
about it? 

Admiral Gano. That is correct, sir. 

Mr. ALLEN. Does that not add up to saying that you have enough 
carrying capacity now but it is too old and you “would ‘like it newer and 
it is too slow and you would like 20 knots or better in all of it? 

Admiral Gano. That is a true statement. 

Mr. Auten. Then, when you say that you are perfectly willing to 
carry troops at 15 knots, is it not a little more true that you are not 
willing to carry them at 15 knots but you will if you have to! 

Admir al Gano. That is exactly 1 ‘ight. 

Mr. Atten. That was the way I understood. 

Mr. Chairman, they make no recommendation at all. They say, 
“Here i is W hat we have got and here is what we need.” 

The CrHamman. They made recommendations about other things. 

Mr. Auten. I do not think they end up saying they have any 
program. 

The CiarrMan. _On page 7, “Recommended merchant ship con- 
struction program.” That is plain enough for me. 

Mr. Auten. That is right. 

The Cuamman. That is the reason I was interested in this discus- 
sion. I say if you recommend all this and you are not interested in 
live cargo, I am interested, Admiral, and I know you are; but I think 
this must have been a terrible oversight. 

Mr. Auten. I am not sure whether this paragraph 6 which recom- 
mends merchant ship construction refers to troopships for which 
passenger ships would be the equivalent or whether it is just the dry- 
cargo ships because all of these are dry cargo. 

The Cuamman. Mr. Allen, in due deference and in high regard 
for you, when I come down to this recommending business, if you 
and I were writing this we would surely put in some plain language 
so that somebody who read it could understand that we had concern 
about this matter which we are discussing. 

Mr. Auuen. I think I will agree with that 

The Cuatrman. I know you well enough to know that and I know 
the other members of the committee well enough to know that. The 
first thing I do is look at recommendations and then I go back and 
read what is said before. It gives me a little insight to what people 
have in mind or if they do not have anything in mind. I concluded 
that you did not have it in mind. I would not say you are not con- 
cerned about it because I know you are concerned about it, but it 
certainly was a tremendous oversight. 

Mr. Torierson. Mr. Chairman. 

Mr. Auten. May I pursue just one other line of questioning? I 
spoke a little w hile ago with Admiral Collins concerning the coopera- 
tion or need for more cooperation in eee the budgetary require- 
ments for a renewed merchant fleet both from the defense standpoint 
and from the commerce standpoint. We have just gone through the 
situation where the construction subsidy program was cut to $3 mil- 
lion and the rumor is around that next year’s construction subsidy 
program may take an even more severe cut which to me would mean 
that the program for replacing the existing ships is going to be de- 
layed for 3 years or more. On the other hand from the Defense 
Department standpoint and the use of this merchant fleet, it is your 
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department or agency of MSTS that is required to use the ships and 
I think you know they are deficient for your needs. My question is, 
is there any active partic ipation before the Appropriation Commit - 
tee or elsewhere that would insure that your views are in the minds 
of the subcommittee members who are marking up the appropria- 
tions bill? 

Admiral Gano. I cannot answer that, Mr. Allen, but I can say that 
I would feel that certainly something should be done in order to make 
them well aware of the implication of that loss of money by the 
Maritime Administration. It is going to reflect directly on any 
future studies of the Navy-Maritime group which will show further 
deficiencies if this program is delayed over a period of another year 
or more, and it should be the Department of Defense's position to 
defend any moneys that were not granted. 

Mr. ALLEN. Who should do it? 

Admiral Gano. I would say that the Department of the Navy 
through the Chief of Naval Operations should take an active interest 
in it and probably go further into the Department of Defense Supply 
and Logistics who handle transportation matters under that depart 
ment. | 

Mr. Auten. Is it your opinion that that is not done now / 

Admiral Gano. I do not know. I do not know the answer to that. 

Mr. Forp. Could I add to that answer? When we appeared be- | 

fore the Appropriations Committee some questions were asked which 
pertained to mobilization pl: mens in the Navy and the chairman was 
asked if he wanted to call a Navy witness and he did not choose to 
have a Navy witness although the Navy was prepared to testify. 
Also in the moneys that were to be appropriated for the replacement 
of the America a Navy witness was available. He was waiting to 
testify and he submitted an estimate for the record. He was not 
questioned. 

Mr. Drewry. Admiral, will you and Admiral Ford supply for the 
record a breakdown of the ships under effective United States con- 
trol within the meaning as set up in your 4a on page 5. You have 
dry cargo, tankers, and troop transports. I would like to know, in 
the same manner that you have it set up there, what the deadweight 
and gross tonnage of those ships is under effective United States 
control. 

(The information is as follows :) 

DEPARTMENT OF THE NAVY, 
MILITARY SEA TRANSPORTATION SERVICE, 
Washington, D. C., June 20, 1957. 
Hon. HERBERT C. BONNER, 
Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington, D. C. 

My Dear Mr. CHAIRMAN: During the hearings before the House Merchant 
Marine and Fisheries Committee on 11 June 1957 on the Joint Maritime Adminis- 
tration-Navy planning group statement. Ocean aes te To Support the De 
fense of the United States, you requested that the Navy chairman of the plan- 
ning group supply, for the record, a breakdown of ships under effective United 
States control within the meaning of paragraph 4. a. on page 5, e. e., deadweight 
tons and gross tons. 
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This paragraph lists the capability needed (notional ships and tonnage) to 
meet United States shipping requirements at the outbreak and during the early 
phases of a war. ’art of the present inventory of United States-controlled, 
merchant-type shipping consists of foreign-flag ships considered to be under 
effective United States control. The attached statement lists the foreign-flag 
ships considered to be under effective United States control as of June 15, 1957. 
Sincerely yours, 
Roy A. GANo, 
Rear Admiral, United States Navy, Deputy Commander, Military Sea 
Transportation Service. 


Foreign-flag ships considered to be under effective United States control as of 
June 15, 1957 


{Thousands of tons] 


Panama Venezuela Honduras 


] 


;\Num-| Gross Dead- \Num-; Gross Dead- Num-| Gross Dead- 

ber weight ber weight ber weight 
Cargo__. 36 256. 8 409. 3 5 17.0 37.8 24 97.9 101.9 
Tankers 108 1, 331.8 2, OR6. 4 13 9. 7 88. 1 1 7.6 11.2 

Passenger... 3 42.5 20.6 
Total 147 1,631.1 2, 516. 3 1s 76.7 125. 9 25 105. 5 113.1 
Liberia Total 

Num-| Gross Dead- |Num-| Gross Dead- 

ber weight ber weight 
Cargo 157 1, 297. 2 2, 139. 9 222 1, 668. 9 2, 688. 9 
Tankers 141 2, 064. 0 3,341.6 | 263 3, 463. 1 5, 527.3 
Passenger i $2.5 20. 6 
Total 298 3, 361. 2 5, 481.5 188 5, 174.5 8, 236. 8 


Note.—Cargo ships are mostly Libertys, bulk cargo, and miscellaneous 


There are 204 tankers equivalent 
to T-2’s or better 


here are only 3 passenger ships, the Homeric, Italia, and Arosa Star. 


(The following was furnished by Walter C. Ford, Acting Maritime 
Administrator :) 


Ships under effective United States control 


rype Num bet Tonnage 
Dry cargo 224 | 2,451,010 deadweight 
lankers 252 229,940 deadweight 
Passenger ! 18,653 gross tons. 
Total 477 


Includes 6 combination ships 


Mr. Totterson. Mr. Chairman, I wanted to clear up one thing in 
my mind with respect to recommendations. On page 7 under item 
No. 6 you have recommended some merchant ship construction but on 
page 5 on item No. 4 you have recommended the size of the active oper- 
ating United States merchant fleet and under that recommendation 
you do recommend 20 national troopships or passenger ships. You 
recommend that that be in existence but you do not recommend the new 
construction. Do I understand that to be true? 
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The Cuarrman. We will have to adjourn this session. I would 
like the counsel of the committee and the gentlemen that have ap- 

eared here from the Navy to get word to the Secretary of the 

Vavy that at his convenience as soon as possible we would like to 
have him down here. Then that will continue this subject that we 
have before us. 

Gentlemen, I appreciate very much your appearance. 

The hearing will be recessed. 

(W hereupon, at 11:55 a. m., the subcommittee recessed subject to 
the call of the Chair.) 








STUDY OF VESSEL TRANSFER, TRADE-IN, AND 
RESERVE FLEET POLICIES 


THURSDAY, JULY 11, 1957 


Hous or REPRESENTATIVES, 
SUBCOMMITTEE ON MercuHant MARINE OF THE 
CoMMITTER ON MERCHANT MARINE AND FISHERIES, 

Washington, D.C. 

The subcommittee met at 10 a. m., pursuant to call, in room 219, Old 
House Office Building, Hon. Herbert C. Bonner (chairman) presiding. 

The CuarrmMan. The committee will come to order. 

In the first place, we deemed it advisable to have this meeting this 
morning an executive meeting so that all could talk freely and the 
committee could better understand what the policy of the present 
administration is. 

I want to say in the beginning that the committee and I are most 
appreciative, Mr. Secretary, of your coming down before the com- 
mittee, because we realize that you are very busy at the present time. 

It was our hope that Secretary Weeks could be here with you, espe- 
cially because of the very serious joint responsibility that rests upon 
you and him to carry out the policies that the Congress has laid down 
for the development and maintenance of an American-flag merchant 
marine for commercial and defense purposes. 

As I see it, your responsibility is twofold: (1) To carry out estab- 
lished policy and (2) to advise the Congress if changes in circum- 
stances call for a change in that policy. 

Unfortunately, Mr. Weeks will be unable to be here today, but I 
have been advised this are that he will be with us on Monday 
or Tuesday of next week, whichever we select. 

Very briefly, the purpose in calling you gentlemen is that after hold- 
ing hearings, extending over a period of several months, on important 
matters of policy, the committee still finds itself in need of clear, 
definite statements from the heads of the two departments most con- 
cerned with the staus of our American merchant marine as to the 
present thinking at the top level of Government concerning merchant 
marine policy in defense planning and the problem of coordination 
of such policy between the Department of Commerce and the Depart- 
ment of Defense. 

On June 27, I addressed similar letters to you and Secretary Weeks. 
In addition, I attached to those letters identical memorandums set- 
ting forth as best I could typical statements intended to show the 
reasons for my and the committee’s concern over the present status of 
an American-flag merchant marine under today’s conditions. 

The questions are very serious. It is obvious that you and Mr. 
Weeks are in the best position to answer them. Subordinates of high 
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rank in both departments have made sincere efforts to advise the 
committee in previous hearings. I must say, however, that their testi- 
mony has created, not resolved, doubts and confusion. 

Therefore, I am calling upon you to straighten us out on the matters 
covered in my recent letter. 

I might say, for the benefit of the committee, that I have been as- 
sured that in your aes e here today you will be speaking not 
only as the Secretary of the Navy, but with full authority from the 
Secretary of Defense, with full cognizance of all top-level policy. 

We await with a great deal of interest your testimony on these prob- 
lems, which, I am sure, will provide such needed guidance as the 
committee and the Congress are entitled to have. 

Mr. Secretary, do you have a prepared statement ? 

Secretary Garters. I do, Mr. Chairman. 

The CHarrMan. You may proceed, sir. 


STATEMENT OF HON. THOMAS S. GATES, JR., SECRETARY OF THE 
NAVY; ACCOMPANIED BY VICE ADM. JOHN M. WILL, COM- 
MANDER, MILITARY SEA TRANSPORTATION SERVICE; REAR 
ADM. ALBERT G. MUMMA, CHIEF, BUREAU OF SHIPS; REAR ADM. 
H. L. COLLINS, ASSISTANT CHIEF, NAVAL OPERATIONS FOR 
LOGISTICS, NAVY DEPARTMENT; AND REAR ADM. WALTER C. 
FORD, DEPUTY MARITIME ADMINISTRATOR, DEPARTMENT OF 
COMMERCE 


Secretary Gates. Mr, Chairman and gentlemen, I appear today, at 
your invitation, on behalf of the Department of Defense, to discuss 
matters of merchant-marine policy in connection with defense plan- 
ning. In your recent letter to me, you described your concern over the 
testimonial trend of committee hearings. 

Of course, the committee recognizes that only a portion of the prob- 
lem areas described fall fully within the purview of the Department 
of Defense to resolve. We do not, normally, address our attention 
specifically to the economics of merchant-marine programs, but we 
are ever mindful of cost factors. We recognize that our urge to in- 
fuse maximum defense-purpose utility into our merchant marine must, 
in peacetime, be weighed against the often overriding considerations 
of operational economy. Nevertheless, I shall comment, more or less 
in sequence, on all aspects of the chairman’s letter. Where the pri- 
mary cognizance of a matter falls within the province of a department 
other than the Department of Defense, I will so indicate. 

You ask, “Is an American-flag merchant marine necessary in the 
interest of defense planning?” A large, modern, and well-balanced 
American merchant marine is positively vital to our defense planning, 
as, without it, in time of war, neither the military effort nor the war 
economy of our Nation could be supported. The need for the develop- 
ment and maintenance of an adequate merchant marine was envisioned 
and expressed by a farsighted Congress 21 years ago. This need, from 
our point of view, is even more vital today. 


All of us are familiar with the life-sustaining role played by our 


merchant marine in World War II, a large-scale example of conven- 
tional warfare. Few could doubt its importance in any future war- 
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fare of similar nature, but a number have questioned its importance in 
the event of a nuclear war. 

Should a nuclear war be forced upon us, the military envisions that 
there would be an initial rapid and devastating exchange of weapons, 
during which period safety of shipping would be paramount. Ship- 
ping would be dispersed, and no attempts made to deliver other than 
truly vital cargo to any major ports. In the wake of widespread 
nuclear destruction, the American merchant marine would assume a 
vital role in the hauling of the sinews of war and sustenance. This 
concept is not confined to our Department of Defense; it is inter- 
nationally endorsed. 

In advising the general extent to which the United States requires 
merchant ships, I refer you to an unclassified document prepared by 
the MARAD-Navy Planning Group, copies of which were previously 
provided to this committee. The detailed planning information from 
which these mobilization requirements stem is contained in a classified 
document prepared by the same group, and can be made available to the 
committee, 

Our stated requirements show only the three ship types—cargo, 
tanker, and passenger. The cargo- ship category embraces dry, bulk, 
ore, refrigerated, heavy lift, and specialized cargo types (including 
tramps) for military, industrial, and essential civilian economy needs. 
Industrial mobilization requirements for ore carriers are expressed 
specifically by the Office of Defense Mobilization and in turn are re- 
flected in the total cargo-lift requirements compiled by the Joint Chiefs 
of Staff. 

Determining the meaning, validity, and impact of the term “effec- 
tive United States control” is a matter of considerable concern to this 
committee. The Departments of Defense and Commerce have a mu- 
tual interest, but for different reasons, in the significance of this term. 
As pointed out in earlier testimony, the term, “effective United States 
control,” originated in 1947 as a planning concept, and it has been used 
consistently since that date in evaluating transportation capabilities 
for mobilization purposes. The chairman’s letter infers that the De- 
partment of Defense testimony presented before a congressional com- 
mittee in 1953 was silent on the matter of “effective United States con- 
trol.” I quote an excerpt from pages 70 and 71 of the applicable Con- 
gressional Record: 

Included in the factors which were used in arriving at the size of the operating 

national-defense fleet were * * * (5) the availability of certain non-American- 
flag merchant vessels considered to be under “effective United States con- 
trol” * * * 
The term is applied to ships which are registered under foreign flag 
and operated by companies wherein the majority of stock is owned, 
and controlling directorship is exercised, by United States citizens. 
The Department of Commerce is best qualified to explain the economic 
implications of such registries; Defense interest is confined to their 
military significance. 

It appears that the committee harbors some doubt as to whether we 
have real assurance that ships so registered would, in time of war, 
come indisputably under “effective United States control.” We are 
confident that they would, for the following reasons: 
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(1) Written agreements with the United States Government exist 
covering ships “traded out” and registered foreign. Agreements with 
arent companies for United ‘States citizen-owned ships, which are 
both foreign built and registered foreign, are being negotiated, and 
many already exist. 

(2) Monee ownership and directorship by United States citizens 
afford certain ties that form a genuine link in the control concept. 
American owners would want their capital investment to support our 
Nation’s effort. Further, they would want to see their capital invest- 
ment protected to the maximum practicable degree. 

(3) Panama, Liberia, and Honduras are small countries, and they 
possess negligible capability to provide protection at sea for the many 
ships that are registered under their respective flags. The United 
States possesses a ‘definite ¢ ‘apability to provide protection at sea. It 
appears reasonable to assume that United States citizen-owned ships 
registered under foreign flags would gravitate toward a United States 
protective umbrella for self- -presery vation. 

(4) Should the operators of United States majority-owned ship- 
ping refuse, in time of war, to place their ships under positive United 
States control, I should judge that such action would lead to consider- 
able difficulty in the procurement of war-risk insurance. 

(5) Enactment of the Standby Ship Warrants Act (H. R. 4089), 
introduced by your committee chairman, would further increase the 
difficulties of noncoformist shipping. Under this act, any vessel with- 
out a warrant would have no access to turn-around support services or 
repairs at any of our shore facilities. 

In a recent hearing, your chairman cited examples of where other 
nations have simply overthrown American-owned corporations and 
properties. He raised the question as to how our control concept 
might be affected by a revolution in one of the small countries to which 
we have transferred ships. The expropriation cases mentioned, 
involved plants and properties located within the confines of the 
countries concerned. Different circumstances would obtain on the high 
seas. In evaluating this probability, the following considerations 
should be borne in mind about the countries concerned : 

(1) They have limited industrial capacity. The ships under their 
flags, except for coastal shuttles, usually ply the world's trade routes 
and have rare occasion to put into ports of their registries. 

(2) They possess negligible capability to seize or intercept shipping 
on the high seas. 

(3) They lack the industrial potential and facilities requisite t 
proper maintenance of a sizable merchant fleet. 

In addition to owners and governments, ships’ crews must be con 
sidered in the implement: ition of effective control. Large numbers 
of aliens would have to be replaced with properly screened personne! 
Ships would be routed to selected points for relief and payment of 
crews. In isolated cases a ship might refuse to conform to routing 
instructions and put into the nearest port. Towever, the actions of 
individuals would be influenced to a measurable degree by the desire 
to draw their wages. As an overall operation, delays incident to the 
remanning of effective control ships should be considerably less than 
the delays to be expected in the activating and manning of an equal 
number of ships from the reserve fleet. 
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To support this reasoning, I add our final and most important point. 
It is imperative to defense » planning that we consider each and every 
United States-registered ship or foreign-registered United States 
citizen-majority-owned ship, the possible need for seizure or requisi- 
tion notwithstanding, as forming an integral and positive part of our 
Nation’s mobilization potential, Our defense planning makes pro- 
vision for foreseeable contingencies. Accordingly, I assure you that 
the term, “effective United States control,” is a sound concept. 

As regards defense interests, the use of the term, “effective United 
States control,” has endangered no shift in our merchant marine 
policy nor does it deemphasize the primary importance of our United 
States-flag fleet. At no time has Defense expressed a requirement that 
any portion of our mobilization capability be registered under foreign 
flag; we have merely provided for the control, on outbreak of war, of 
iny such portion as may be so registered. ‘The extent to which ships 
are transferred foreign, and reasons therefor, are matters of Depart- 
ment of Commerce cognizance. The Department of Defense supports 
the Maritime Administration’s trade-out-and-build program because 
it provides construction of modern tonnage under United States flag, 
supports our shipbuilding potential, and at the same time retains 
United States control of replaced tonnage. 

As previously stated, Defense would, under all conditions, prefer 
to have immediately available and operating under United States 
registry, the requisite tonnage in appropriate types to fully meet our 
mobilization requirements. Such an ideal situation does not exist. 
Consequently, we find that we must use all the ships that presently 
comprise our operating United States flag fleet, the operating “effective 
United States control” fleet, and our national] defense reserve fleet. 

Our most valuable asset is, without question, our active United 
States flag fleet of approximately 1,200 ships. The two remaining 
components of our capability make import int contributions to our 
total potential. First, the “effective United States control” fleet of 
approximately 488 ships, though considerably less in tonnage, would 
be available earlier as the ships are already in operation. ~The sec- 
ond, and the true potency of augmentation, would be gradually pro- 
vided by our large and valuable reserve fleet-—more than 1,800 vessels 
to be activated over a phased period of time. 

Several years ago the Department of Defense expressed its concern 
over an indicated deficit in modern tankers available for mobilization 
and sponsored a program which led to the enactment by the 83d Con- 
gress of Public Law 575. The same Congress also enacted Public Law 
574, the tanker “trade-out-and-build” program. These two provrams 
were designed to stimulate new construction, reduce the indicated 
deficit, and create a national] defense reserve of tankers. The results 
fell far short of objectives for reasons that have already been ex- 
plained by the Maritime Administrator and the Commander, Military 
Sea Transportation Service. The 2 laws resulted in the construction 
of 6 privately owned and 4 Government-owned tankers respectively. 

The first real impetus to private tanker construction was given by 
the Maritime Administration in its 1955 restatement of trade-out-and- 
build policy. Since then it is understood that contracts have been 
formalized for the construction of approximately two dozen new tank- 
ers, and contracts approved in principle for double that number. De- 
tailed information pertaining to this program and the construction 
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of other ship types as well, falls within the purview of the Department 
of Commerce. My reason for mentioning this is to explain that the 
indicated tanker deficit of a few years ago has been overcome. This 
is due in part to the success of the trade-out-and-build program and in 
part to new planning assumptions which contemplate a revised pipe- 
line program with a view to reducing coastwise tanker requirements. 

Defense policy with regard to speed of new tankers was dictated by 
the National Security Council. For tankers where a trade-in allow- 
ance under section 510 (h) of the Merchant Marine Act of 1936, as 
amended, is involved, speeds of from 16 to 20 knots are acceptable, 
seeking wherever possible an 18-knot speed even though the payment 
of a national defense allowance is involved. Where no trade-in allow- 
ance is involved, the best-suited commercial speed as determined by the 
Maritime Administrator and/or the Federal Maritime Board, but not 
less than 16 knots, is acceptable. In letters of certification required by 
section 501 (b) of the 1936 act, the Navy Department expresses a speed 
preference in keeping with the foregoing. The final determination, 
however, is made by the Martime Administration after weighing var- 
ious considerations, such as building costs, intended use, and estimated 
operating costs. Our desire to increase the speed of merchant ships 
for their own protection against submarine menace in wartime must be 
balanced against the equally important economical consideration of 
operating a ship at a profit in peacetime. The speed problem ex- 
emplifies the clash between purely military and purely economic con- 
siderations. 

Defense interest in the tramp fleet stems from recognition of the 
necessity for transporting a wide variety of raw materials from many 
foreign sources as essential components of our overall mobilization 
needs. Further, the Department of Defense has a definite need for 
tramp service to allow the flexibility of movement requisite to meeting 
constantly changing military situations. 

Information furnished by the Maritime Administration indicates 
that United States flag participation in tramp movements has de- 
clined to less than 10 percent of our foreign commerce in this field. 
The Maritime Administration reportedly feels that something in the 
nature of construction incentive or some form of operating subsidy 
would be required to enable the United States flag tramp fleet to 
gainfully carry a substantial portion of our dry bulk exports and 
imports. 

Although the operating problems of the tramp fleet fall outside 
the immediate province of the Department of Defense, we are con- 
cerned over the impact of dwindling tramp availability in view of an 
existent cargo ship deficit and the apparent imbalance of construction 
incentive. It is understood that the Maritime Administration has 
this problem under serious study. The Department of Defense will 
gladly assist. 

As regards cargo liners and a 10-year program, it is our under- 
standing that the Maritime Administration actually has two long- 
range construction programs underway—a 17-year program for sub- 
sidized operators and a 20-year program for the nonsubsidized ocean- 
going merchant fleet. These programs are well planned and embrace 
the entire field of cargo, tanker, and passenger categories. They are 
designed to overcome . the problem of “block Bist ait ence,” upgrade 
the quality of both the active and reserve fleet, and provide a uniform 
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workload in our private shipyards. The details of these programs are 
matters of Department of Commerce jurisdiction. 

Examination of our passenger/transport inventory shows that 
existing ships are quantitatively adequate to our mobilization needs. 
U nfortunately, the majority of ships are deficient in speed, but not 
to so alarming a degree as the Committee has been led to believe. 
About 20 percent of our total notional troop lift potential is limited 
to a top speed range of 1514 to 1614 knots, about 43 percent to a range 
of 17 to 18 knots, about 26 percent toa range of 1814 4 to 1914 knots, and 
the remaining 11 percent is capable of speeds i in excess of 20 knots. 

The use of the term, “notional ship” may have confused the com- 
mittee. The listing of a notional transport as capable of carrying 
2,400 troops at 15 knots essentially defines a common denominator 
used in troop lift computations. The two ships, steamship United 
States and steamship America, for example, add up to an ultimate 
notional value of almost 12 troopships. The Department of Defense 
would not be satisfied to transport troops at notional speed, and we 
are concerned over the 20 percent of total potential that ee on 
notional speed. Correspondingly, we are not happy over the fact 
that the majority of our total cargo lift potential is limited to 11-knot 
Liberty speed, only 1 knot about notional ¢ argo-ship speed. 

Defense is definitely interested in the construction of new passenger 
ships. We supported proposed legislation that would have author- 
ized construction of a second vessel of the steamship United States 
class. The disposition of the steamship America will ultimately be- 
come an issue. The capability of this ship should be preserved for 
the mobilization — ments of the United States. If the sale of this 
vessel to NATO ally or to a country where effective control may be 
exercised, is officially r: nian consideration of disposal foreign would 
have to be ¢ arefully reviewed at the time, on the basis of the merits of 
the case. 

The Department is definitely interested in all carriers essential to 
our war economy, including ore carriers. We are also interested in 
specialized types, such as “heavy lift,” “containerized cargo carrier,’ 
and “roll-on-roll-off” ships. The Department is desirous of obtaining 
the maximum speed that is economically practicable in all types of new 
construction. 

In the interest of improving the quality in both the active American 
merchant marine fleet and the national defense reserve fleet, we fully 
endorse the long-range construction and replacement programs that 
have been so painstakingly developed by the Maritime Administra- 
tion. 

In summary, the merchant marine policy laid down by Congress, as 
it affects national defense needs, is farsighted, clearly expressed, and 
fully adequate. I do not feel that there has been any change in the 
policy of the Department of Defense with respect to the merchant 
marine, nor that there has been any change in the support of that 
policy. The Department of the Navy and the Maritime Administra- 
tion have been consistent in their joint approach to all problems of 
national defense implication in the maritime field and have worked in 
closest harmony in resolving them. 

In conclusion, Mr. Chairman, I would like to express, on behalf 
of the Department of Defense, our sincere appreciation for the keen 
interest and concern that your committee has consistently shown in 
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our national defense needs and for the opportunity you have afforded 
us to reaffirm our continuing interest in and dependence upon the 
American merchant marine. 

The Cuarrman. Your statement was very much in line with the 
article appearing in the May and June issue of the National Defense 
Transportation Journal, which I read with a great deal of interest, 
and I am sure other members read it. 

The general statement continues along the line that all high officials 
in the Government have set forth from time to time. Yet the fact re- 
mains that the Defense Department is the most influential depart- 
ment in this Government when it comes to money matters. And I 
have had drawn up, here, a memorandum showing the condition of 
the situation very concisely at the present time. 

The long-range vessel-replacement program has these lines now 
under contract. And I am going to list the names of the operators : 
The American President Lines, 24 vessels, total estimated cost $275 
million; the Grace Lines, 26 vessels, $268 million ; Moore-McCormic k, 
33 vessels, $313 million; Oceanic Steamship Co., $36 million. 

These are contracts to be executed before December 31, 1957: 

American Export, $300 million; American Mail Line, 9 ships, $90 
million; Lykes Bros., 53 ships, $500 million; United States Lines, 1 
ship, $112 million. That is $1,200 million. The grand total is $1,912 
million. 

Of this total expenditure, it is estimated that the United States 
Government will pay 42 percent as construction differential subsidy, 
with the lines paying the remaining amount of 58 percent. 

Now, to carry out that program, there has got to be some money 
appropriated for the Maritime Administration, to show that they 
are in a position to fulfill all of these obligations that they are en- 
couraging private operators to make, and to obligate themselves. And 
they have to go out on the market and get money. 

Now, it is a little diflicult for them to negotiate their financial trans- 
actions unless there is assurance. 

In this present appropriation, there is no money to carry out at 
all the program that has been lined out by the Maritime Adminis- 
tration, and which the Maritime Administration has spoken so vigor- 
ously about. And it gets up to the top Cabinet level and to the Bureau 
of the Budget, in other words, the White House, to put this money 
in, or some semblance of the money, in the appropriation bill. 

Now, there was an item in the budget that would have taken care 
of the sister ship of the United States. But all these other matters 
were seemingly overlooked. 

Now, what is the policy of national defense in encouraging the 
Administr ation, through the Budget, to participate in this program 
nationally ? 

Secretary Gares. Well, Mr. Chairman, we have got our own budget 
problems, as you know, and everything is a matter of balance. The 
Navy has been putting its money into combatant ships, and having 
a difficult time modernizing, under these fantastic new costs, the kind 
of ships we are building. 

I have not been asked by the Department of Commerce to take a 
position on their budget, and I would think it would be presumptuous 
if I did. I do not know their problems. The Navy supports the con- 
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cept and the policies of the Congress as to this merchant marine. And, 
frankly, I would like to say to you, sir, that I appreciate your calling 
this to my attention, because it is ‘through your interest that I have 
gotten into this, and I will assure you that I will talk to the Secretary 
of Defense about this hearing. 

But I cannot answer as to the policy of the administration. I can 
only talk from where I sit in my own Department, sir. 

The Cratrman. Well, Mr. Secretary, I was told that you would 
come down and that you could frankly tell this committee what the 
policy of the administration is on this subject. This is what concerns 
the committee. 

Secretary Gares. I do not consider myself qualified to do that, Mr. 
Chairman. 

The Cuatmrman. I was told from the Office of the Secretary of De- 
fense—we seem to have our wires crossed, but I was told that you 
could speak. 

Secretary Gates. Well, sir, you have given me some authority I 
did not know I had, I can speak from a Navy point of view of interest 
and from a mobilization point of view. 

The Cuairman. We asked for the Secretary of Defense, and then 
we asked for Mr. Quarles, and I did think maybe we had overstepped 
our bounds, or not our bounds but that maybe we had not gone along 
in the proper procedure. But I was told from the Office of the Secre- 
tary of Defense to get you; that you would be delegated to speak. 

Secretary Gares. W ell, I think I could speak for the Secretary of 
Defense, because it is primarily a Navy problem, the Navy having 
the greatest interest in it. But as I say, sir, we have put our fight for 
funds against combatant ships. 

The CuarrMan. IL realize that. 

Secretary Gates. And unfortunately i, amount of money avail- 
able for what we are trying to do in the Navy in modernization of 
combatant ships is not sufficient to modernize as rapidly as we would 
like todo. So we have to strike a balance all the time between modern- 
ization and readiness. And I think the Secretary of Defense does 
the best he can to see that we get the best program that we can. 

This question that you are asking me is a matter of administration 
policy and should, I think, correctly be asked of the Secretary of 
Commerce. 

The Cuatrman. Let us go back now. This is more or less a friendly 
discussion that we are having. Whether or not this business of seeing 
that the merchant marine is the fourth arm of defense is just lip 
service, or whether it is actually seriously taken in the administration 
policy—that is what we want to get to. We want to get down to the 
facts. You make a public statement. Mr. Rothschild, speaking for 
Commerce, makes a public statement, when there is a natural resist- 
ance in the country to subsidizing private industry. But we say that 
this private industry is necessary “to the national defense and is essen- 
tial to the Navy as the fourth arm of the national defense. 

Now, to get proper support, we have got to have, from the Cabinet 
level, the Secretary of Defense and the Secretary of Commerce have 
got to have, sufficient influence on the Cabinet level to get this into the 
budget. That is the reason we are asking: Is the national defense 
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sufficiently interested, in addition to saying these things, to go into 
the Cabinet meeting and present this pr oblem # 

Secretary Gares. I would have to ask Mr. Wilson personally that 
question, Mr. Chairman. 

The Cuarrman. Now, Mr. Secretary, that is just the point that we 
have arrived at here. And all that you have said generally has been 
said before. And we get toa certain place. 

Secretary Gates. I have tried, Mr. Chairman, to answer your spe- 
cific letter as best we could. 

The CHarrman. As I say, the fine gentlemen who have appeared 
before the committee have gone so far and then said to us, “You will 
have to go up here to find out further information.” And the com- 
mittee was seriously concerned when emphasis heretofore has been on 
dry cargo vessels and tankers, dry and liquid cargo, and not seem- 
ingly so much about live cargo. 

Mr. Ropeson. I think the practical problem we have has been ex- 
pressed. The membership and our colleagues are interested in the 
academic question and the problem, I think; but when you come to 
the money, the committee is left here with nobody willing to do any- 
thing positive to provide the money. I think we have a practical 
problem. 

Secretary Gates. It is quite a problem all over the place these 
days. 

Mr. Roreson. But even though this is the fourth arm of the serv- 
ice that we are interested in, nobody raises a hand to give us a lift. 

The Cuatrman. In a proportionate way, if this is the fourth arm, 
it did not get the proportionate amount of support from the Appro 
priations Committee, and on the committee there are men greatly 
interested in this subject, and what happened has put this committee 
in a quandary as to the administration policy. And even though 
there is division here when we come to this subject, there is no divi- 
sion between Democrats and Republicans when it comes to national 
defense. 

Secretary Gates. That is correct, si 

The Cuatrrman. Mr. Tollefson. 

Mr. Toutterson. Thank you, Mr. Chairman. 

I am — with the statement that you have made this morn- 
ing, Mr. Secretary. It is a very strong one and perhaps the strong 
est I have seen in support of the American merchant marine. I am 
glad to have heard you make it. 

As the chairman has indicated, we have had good statements in 
the past, and without them I do not know where our American mer- 
chant marine would have been. I do want to give credit to the Defense 
Department and to the Navy particularly for the support they have 
given to the American merchant marine, because in my estimation 
without it we would not have gotten very far along. 

The chairman has pointed up our problem pretty specifically. 
This year we do not seem to have been able to convince the rest of 
the Congress and particularly the Appropriations Committee that we 
should have some construction subsidy money. And as I view it, it 
seems to me that we need from you people in the Defense Depart- 
ment some support. Just how we should go about getting it or you 
should go about giving it I am not sure. Perhaps the chairman has 
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the correct answer, as to Cabinet level support in the Appropria- 
tions Committee and in Congress. The Defense Department, even 
though it does have its budgetary emer and I am sure it does, 
nevertheless in the past 4 years had $514 billion for naval ship con- 
struction. That is an average of $1.4 billion a year, as I recall the 
figures. 

Secretary Gates. That is about right, Mr. Tollefson. 

Mr. ‘Totuterson. And when the naval ship construction authoriza- 
tion or appropriation comes before the House, nobody questions it 
at all. It just sails right through. And the question has come to 
me all the time, whenever that sort of a situation arises: Well, what 
are we going to have a Navy for? Primarily, as I see it, to keep the 
sealanes open for our merchant ships in time of emergenc y. 

I would hope, as a result of this matter having been brought more 
forcibly to the attention of the administration than has heretofore 
been the case, that some method or some plan will evolve which will 
result in, shall I say, more support for the Department of Commerce 
on the budgetary question with respect to ship construction funds. 

I wanted to ask you one question. In your statement you make 
reference to the possibility of a nuclear war, in which case the part 
of the American merchant marine might be different than in a con- 
ventional war. Nobody, and that includes you, I assume, can be 
assured that we are going to have a nuclear war, and we mii have 
a conventional war. And I would assume also that you people do 
not have all your eggs in one basket, and are planning on only a 
nuclear war. 

Secretary Gates. That is a difficult question, Mr. Tollefson, because 
it isa matter of judgment. There are a good many people who do not 
believe we will be foolish enough to have a general nuclear war. On 
the other hand, you may be dee ling with an unpredic table fellow who 
is bent on world conquest, and you cannot ever tell what that kind of 
person will do. 

The trend, I think, in the Defense Department has been to rely more 
and more on what we call ready forces in being—in the 4 years that 
I have been here, it has moved in that direction- -for any kind of an 
eventuality that we may have. I think that probably the best thing 
that has happened to the Defense Department has been the President’s 
decision, made when he first took office, to have a level program. And 
we have used this level program, instead of the peaks and valleys we 
used to be subjected to, which is a wasteful way of doing business, to 
try to buy the best ready forces in being that we can have for any kind 
of an eventuality. 

You can argue the theory of limited war and what limited war 
means—whether it means limited weapons or limited objectives— 
versus general war, at great length. We have done the best we can 
with a very difficult situation to strike a balance between all possibil- 
ities and keep a balance of forces ready and able in, as you well know, 
their greatest peacetime numbers. 

If we are unfortunate enough to get into a nuclear war, we cer- 
tainly are not going to start it. There will be a good deal of mutual 
destruction. And I do not know what place the merchant marine or 
anything else would have under those circumstances unless somebody 
saw what happened after it took place. 
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Mr. Torterson. I would assume it is the case that you have not 
abandoned preparation for conventional type war, which would in- 
clude the use of the American merchant marine. 

Secretary Gates. No, sir; we certainly have not. And if you want 
my personal judgment, I would consider that much more likely ; that 
if we got into any kind of trouble it would be that kind of trouble. 

Mr. Touterson. Iam no expert 

Secretary Gates. Neither am I, sir. 

Mr. Toiierson (continuing). But I keep remembering that our No. 
1 opponent has some 500 submarines. Maybe he is planning on a con- 
ventional kind of war. I do not know. But at any rate, that points 
up to me the need for continuing our policy of maintaining the Amer- 
ican merchant marine. 

Now, we have apparently lost the construction subsidy money for 
this fiscal year, and rumors have it that the budget requests for fiscal 
1959 have been substantially reduced, or at least, as I understand the 
information that comes to me, there is the possibility that the budget 
request from the Commerce Department will be substantially reduced. 

Well, in the correspondence that I have had there has been some in- 
dication that at some level of government they felt that we did not need 
to carry out our long-range ship replacement program. If we do not 
have any money this year, and we do not have any money next year, 
then that long-range ship replacement program, which the chairman 
mentioned in connection with our requirements, is out the window. 

I think it is important, despite the fact that you have got your own 
budget problems, to step in somewhere along the line and inject your 
great influence on behalf of the budget request. 

Secretary Gates. Well, Mr. Tollefson, there is no changed concept 
as far as the long-range concept that I am aware of. There is no 
change of plans in the thinking of the Defense Department to go to 
all one type of war or to eliminate certain things. As far as I know, 
the policy is, as I stated it here, as it has been. We have to adjust 
and balance as we buy things, because, frankly, our costs have risen 
substantially in the Department of Defense. And even the level 
prograin of the President’s policy is now buying less and less each year. 

So we are in a very difficult predicament. The missile business is 
the most expensive business anybody has ever dreamed up. And this 
shipbuilding money which you ‘have mentioned is a lot of money from 
anybody’s point of view. On the other hand, the Chief of Naval 
Operations had a very comprehensive, probably the most compre- 
hensive, study of our shipbuilding programs in the Navy, made for 
a 10- —_ look. And it was the military’s considered judgment that 
the Navy should have a $2 billion a year shipbuilding program to 
modernize at the correct rate. And we have, of course, not been able 
to finance that big a program. 

So while it is a lot of money, it surprisingly enough buys relatively 
few ships. The Navy’s budget this year was cut a little by the House. 
Approximately a billion and a half dollars buys only 19 new ships 
and conversions, I think, about 9 or 10. So we are dealing with only 
29 hulls, so to speak, for that very large amount of money; which gives 
you some concept of what has h: appened to our costs. 

Mr. Totierson. I would assume that your costs have gone up, the 
same as the costs of merchant ship construction have gone up. 
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Secretary Gates. Yes, sir. 

Mr. Totierson. I have no further questions. 

Mr. Miter. Mr. Secretary, I want to congratulate you, too, upon 
this very fine statement, but I hope it is more than just paper thick. 
Is the American merchant marine and its maintenance on a high level 
of sufficient importance to the Defense Department that, with the 
limited moneys that will be available from now on out, the Defense 
Department would consider sharing some of those moneys in order 
to keep the American merchant marine in the state of readiness, as 
you outline the necessity of it in your statement ? 

Secretary Gares. I can only, Mr. Miller, give you my own opinion 
on that. 

Mr. Mitier. Now, wait a minute, Mr. Secretary. You come here 
speaking for the Department of Defense. And I am posing it to you. 
I appreciate your opinion. But you are appearing officially for the 
Department of Defense, and I would like to have the opinion of the 
Department of Defense. If you are not here in that capacity, then I 
would like to have your own opinion. But what you are going to tell 
me now I am going to take as coming officially from the Department 
of Defense. 

Secretary Gates. Well, I do not think that I can exactly say that, 
because the Secretary of Defense has to balance an awful lot of pro- 
grams, and an awful lot of programs are running above what they are 
supposed to be running, and he has a difficult job to adjust them be- 
tween the services. That is why I am hesitating, Mr. Miller. 

Speaking for the Department of Defense in that light, I would say 
the answer to your question is “No.” T would say it is not of sufficient 
importance compared to what the Navy must do with its own combat 
ships. 

Mr. Miter. What about the other elements in the Department of 
Defense, the Army and the Air Force, that might find themselves over- 
seas needing logistic support for both materials and personnel? Is 
not the availability of these ships within the merchant marine of high 
importance to those elements of defense ? 

Secretary Gates. It is, sir. It is of high importance not only to our 
own overseas bases of the Army and the Air Force and our troops over- 
seas, but it is also highly important to our entire collective-security 
arrangements, of which we have got, I think, some 42 treaties. 

Mr. Mittrr. But then these treaties and these overseas bases—and 
incidentally, I serve on the Armed Services Committee also—are there 
for only one thing, and that is to protect the security of the free world. 

Secretary Gares. That is right, sir. 

Mr. Mirier. And the elements that go into that protection are the 
things of which we are now speaking, and one of them is the ability 
to move our goods and the necessities of war in time of war, and to 
maintain our economy and our own production in time of war. Be- 

cause, after all, we are not self-sufficient. 

Secretary Gates. That is right, sir. 

Mr. Mriuier. We have to have oil carriers to bring oil into this coun- 
try. We have recently gone through some hearings in another com- 
mittee which show that the deficienc y of crude oil on the Atlantic coast 
is about 2 million barrels a day. That has to be supplied by shipping. 
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So this is important, then. But it is not important enough, you feel, 
to warrant spreading this butter a little thinner over the bread of na- 
tional defense ? 

Secretary Gates. I feel, Mr. Miller, from the Navy’s point of view, 
the military problem and the jobs we are assigned to do are so great 
that in priority they would outweigh the importance of this problem 
when it comes to funds. 

Mr. Minter. You are speaking now as the Secretary of the Navy 
Or as the representative of the Department of Defense? 

Secretary Gares. I have told you, sir, that I really cannot talk for 
Mr. Wilson, who has to adjust the programs of the Marines, the Air 
Force, the Army, and the Navy, all together, and weigh them and bal- 
ance them and arbitrate them and umpire them. I cannot honestly 
speak for him. But I believe I could say that his opinion would be 
the same as mine. 

Mr. Mituer. In other words, you admit the importance for this 
little orphan that serves us well, but when it comes to giving it sus- 
tenance sufficient to hold body and soul together, we are going to 
divide the bread among the blood members of the family and let. 
this little fellow die of starvation. Is that not what it amounts to? 

Secretary Gates. You asked me if it would be financed within the 
Defense budget. Is that not what you asked me? We would support 
any request of the Department of Commerce for money. 

Mr. Miter. But we know that there is only so much money, and 
we know that the leveling-off period was fine, but we know now that 
in spite of what all of us would like to see we are going into a time 
of peaks and valleys, and apparently we are going down into a little 
valley. We hope it is not too deep a one right now. 

My question—maybe I did not pose it well—was: Would the De- 
partment of Defense, realizing that there is only so much money to go 
around, share some of its funds, or potential funds, in this field, that 
it admits is important to it? Apparently the answer is “No.” 

Secretary Gates. Mr. Miller, this problem has a member of the Cab- 
inet representing it. This orphan that you are worried about has its 
own Cabinet officer, and he has his own ability to support programs 
and budgets. 

Mr. Mitxer. Of course, the orphan may have some blood tie with 
Defense, too. 

Secretary Gates. Yes. 

Mr. Mituer. In other words, it is one apparently that is not entirely 
divorced from Defense. 

Secretary Gares. That is right, sir. 

Mr. Mitirr. But one that Defense is not willing to accept some of 
the responsibility for maintaining. I think you have made a very 
fine statement, but I think when the c hips are ‘down it does not mean 
very much as far as supporting the American merchant marine is con- 
cerned. You are willing to give it moral support. But beyond that, 
“we will not go”, is that it ? 

Secretary Gates. No; we would go further than that. We would 
support anything that the Department of Commerce wanted to do, 
and we would do it as aggressively as we knew how to do ite And we 
would justify it, and we have in the past and would in the future, on 
its military essentiality. But, as you know very well, from your other 
committee, we have a terrible lot of things to do, and, at least in the 
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minds of the military responsibility, we do not have anywhere near 
enough money to do it with. 

Mr. Miter. Of course, we never have money enough to take care 
of the military, and I realize there are many things we have to do. 
But I just somehow feel that the maintenance of a “merchant marine 
is in a very high priority when weighed against some of the other 
things that we are spending money to do. But, frankly, I do not 
think that that is fully acceptable by the Department of Defense. 

The Cuatrman. Mr. Secretary, that is the reason we called Defense. 
We realize it is in Commerce, but there is only 50 percent of it in 
Commerce according to all the speeches. That is why we felt we 
needed support both from Defense and Commerce. And I might say, 
and I do not think I would be divulging any statement made in 
confidence, that the Maritime Administration is in a quandary itself. 
And that is one thing that motivated trying to get the two Secre- 
taries here at the same time. This is in the middle of the field and 
seems to be a joint responsibility. 

Mr. Auten. Mr. Secretary, I doubt that I can add much to the 
discussion. I join the others in appreciating your strong statement. 
I think I join with the others in having the feeling that there is a 
little bit of the old story of the boy ec: alling “Wolf.” We have had a 
lot of very fine statements, but after a while nothing shows up. 

There is nothing new about it. I think I recall Mr. Sullivan com- 
ing up here 8 or 9 years ago to assure the committee that when the 
Department of Commerce or the Maritime Administration spoke, it 
spoke for the Department of Defense, or for the administration, on 
this subject. But I believe that there is no doubt up here on the Hill 
but what on defense matters the only agency that can speak with any 
authority or with any hope of having the defense needs appraised 
rightly is the Department of Defense. 

As a personal matter, if there is a budget for Defense and Mari- 
time, of which Maritime gets about 1 percent, then in my estima- 
tion—I think it is true pretty generally—the fourth arm of defense 
is just big enough to have 1 percent of the body. I think that is about 
where we have come to. I think unless the defense needs insofar as the 
American merchant marine are concerned are supported by Defense 
just as they support services which are technically within the Defense 
Department, there is not going to be anything like the balance which 
the various statements indicate should be kept. 

In a sense, the commercial end of the merchant marine does not 
need the Department of Commerce, and the American operators would 
probably get along in large part without any Government help. 
Some of them seem to do pretty well. They do not necessarily keep 
many ships under the American flag. But they could get along with- 
out the subsidy and still be operating in the merchant-marine business. 

Very frankly, unless there is a contrary indication in the division 
of the money, anything that is said that is commendatory of the mer- 
chant marine or expresses the need for it falls by the wayside, just 
on the theory that actions speak louder than words. 

I am very much concerned about it. I have had the thought over 
the last few years that the lines of organization are in conflict with 
the objective to be obtained. I do not know what you can do about 
it, but I think it is a very great deficiency on the part of our organi- 
zation within the administration, rather than up here in the Congress. 
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Just as a specific instance, it has seemed to me that with regard 
to merchant shipping, the Navy can get along pretty well without 
the supply lines. One of its missions is to keep them open, but I never 
went very hungry in the Navy no matter where I was. I think they 
can get along on their own as an operating unit pretty well. 

I think the Army needs the transportation, but it does not run it. 
And the Air Force needs it just about as much, but it lets the Army 
run the Air Force interest through the Navy which does not need it. 
How you are going to come out with a full support for a program 
ona transaction like that, I do not know. 

Secretary Gates. Admiral Collins, here, or Admiral Will, who run 
the Military Sea Transportation Service, can tell you about that sub- 
ject, sir. 

I think, if I recall it, about 70 percent of our business is for the 
Army. Just because we do not need the supplies as much as the other 
two services, because we are logistically self-sufficient in most cases, 
or try to be, that does not mean that we ignore the primary respon- 
sibility we have in this regard. And we take it very seriously. 

Mr. Autien. That, in a sense, is exactly my point. The people who 
really need it are never up here telling us what the program should 
do. They rely, and I think they rely very well, on the Military Sea 
Transportation Service. 

Secretary Gates. One of the strongest arguments for the United 
States Navy is its ability to support this collective security and keep 
the control of the seas out of the other fellow’s hands. And this is not 
because we selfishly need what we are doing, but because this is one 
of our main missions. 

Mr. Aten. I agree with that too, but I think it is human nature to 
fight for what you need most yourself. 

Secretary Gares. Well, sir, I would not want to be put in the posi- 
tion of having you feel that just because we did not use something we 
ignored our very basic responsibility. And this is a very basic Navy 
responsibility. 

Mr. Auten. That has been explained up here, I might say, at some 
length, and I think the job has been done well. I think it has been 
done better than we had any right to hope at the outset, remarkably 
well done. But what I am trying to do is to appraise the results as you 
see them, after just sitting here being exposed to them for a matter 
of years. 

It does seem to me that when it comes to getting the money every- 
body fights for his own. I kind of think I do the same thing myself. 
But when it comes to saying what a balanced program means, what a 
balanced program should be, then you do not find the same energies 
being applied to balancing the program as you do to getting the 
money that is needed for each individual activity. 

Secretary Gates. Well, Mr. Allen, I think that we have made a 
lot of progress in the Department of Defense, and we have tried, 
the civilian and the military people as well, to be statesmen in regard 
to this problem. 

Some of these difficulties stem from unanswerable new weapons 
systems, where nobody knows exactly what is going to happen or how 
they are going to be used 10 years from now. 

But I think there is a remarkable degree, in spite of the public mis- 
conception—I think Mr. Miller would testify to this—a remarkable 
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degree of understanding and cooperation between programs in an at- 
tempt to really understand the other fellow’s problem and put it in its 
proper relationship. 

I think this is properly a problem of the Department of Commerce 
to determine how much finances it can have. And when it determines 
that, we have always supported it. And we have told them our re- 
quirements insofar as what we would like to have. And what we would 
like to have is faster ships and more ships. But when it comes to 
financing that, compared to the Department of Defense military pro- 
grams, [ would have to say in my judgment that the military pro- 
grams are more important. Not that this is unimportant. This is 
terribly important. 

Mr. Auten. I agree exactly with your comment. But what good 
does it do to say that you need more ships, if the administration as a 
unit, from the President on down, does not so divide the money up 
that you get in the program the ships that the Navy or anybody else 
says ought to be there ? 

Secretary Gates. It does not do any good. 

Mr. Miter. I am glad we are in agreement. 

Mr. Asutry. Mr. Secretary, in your statement you talk about the 
relationship between defense planning and the American-flag mer- 
chant marine. And your comments interest me. Obviously, changes 
in defense planning would bring about changes in the Defense atti- 
tude toward our merchant marine. 

Now, how large a fleet of submarines does the Soviet Union have? 
Is it not 500 or something in that neighborhood ? 

Secretary Gates. Yes. 

Mr. Asutey. Is this relatively new development ? 

Secretary Gates. Yes, it is relatively new development. They are 
building at a very high rate annually, and it has been done in com- 
paratively recent years. 

Mr. Asutry. Assuming that they, too, develop nuclear submarines 
to supplement or complement their wa err submarine a 
would we ever operate again, so far as the Navy is concerned, in a 
conventional war, if we were up against nuclear-powered oultaienate ? 

Secretary Gates. Again, this is really more of a military question. 
You ought to ask the Joint Chiefs of Staff. I will give you a lay 
person’s answer. 

It is my judgment that if the Russians used their submarines of- 
fensively, we would be in a general war, and we would not operate 
in any way that we have ever operated before. 

Mr. Asniry. This notion of conventional war is a term that needs 
a lot of defining. It certainly cannot be compared to World War IIL 
or the Korean war or anything else. 

Secretary Gates. No, sir. 

Mr. Asuirey. When you speak of control of the seas, in similar fash- 
ion, we are not speaking of control of the seas by the fabrication of 
dreadnoughts and the development of 16-inch guns any more, are we? 

Secretary Gates. No, sir. 

Mr. Asutey. You can control the sea without having a surface ves- 
sel on the sea; would that not be true ? 

Secretary Gates. I do not believe we would want to be putting as 
many eggs in one basket as that would imply, but we think we are 
developing the best balanced fleet we can to control the seas, from air- 
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craft carriers, the air above it, the nuclear submarine program we 
have for the waters below it. You could control the seas, depending 
on what the job was, with separate pieces, or with all the pieces, al] 
the components, put together. 

Mr. Asuiry. Now, in this rapidly changing complex that we are 
discussing here, how has the merchant marine ‘been considered by the 
Defense Department / ¢ Obviously, what has happened in the last 3, 4, 
or 5 years has been somewhat revolutionary. It has certainly taxed 
our best military minds. What has been the shift in the last 3, 4, or 5 
years with respect to the thinking in connection with the merchant 
marine? That is one thing that bothers me. It does not seem to me 
there has been much of a change at all. 

Secretary Gates. I do not think there has been any particular shift. 
Because, as we said before, in answer to the other questions, we do 
not know what kind of a war we are going to fight. We beleive we 
must support our collective security arrangements. And we have a 
great many people in bases overseas. And one of the purposes of the 
Navy is to project this power overseas, so that we do not fight in the 
continental United States. 

Mr. Asuury. Well, let me ask you this: Our losses during World 
War II were all but tragic in the opening days of the war. Is there 
any guarantee that with a conventional merchant fleet up against an 
unconventional nuclear powered submarine fleet or just an advanced 
submarine enemy fleet, the situation and the results would not be even 
more tragic? What I am saying is: Has there been anything as to the 
present necessity, or really the continued possiility, of justifying a 
merchant fleet? Maybe we should put our money into huge air trans- 
ports or something of that sort. 

What I am asking is: Would our merchant fleet stand a chance in the 
kind of unpredict: able conflict that might break out at any time? 

Secretary Gates. This gets down again, sir, to the question of what 
kind of a conflict it is. It would not stand much of a chance or would 
not be very useful in the event we are going to have thermonuclear 
bombs thrown on two continents. But if it is a limited type of thing, 
either limited in type of weapons or limited in objectives, then the 
merchant marine would be of great importance. And no one is will- 
ing to abandon the philosophy and put their chips on one horse. No 
one can be wise enough to do this. 

Mr. Asu_try. Wise enough ? 

Secretary Gares. I do not know anybody wise enough to put the 
United States in a frozen posture for one kind of war. 

Mr. Asuiey. Certainly not. I agree with your notion that it is not 
a question of an all-out holocaust as against a conventional war. 
There certainly will be explored the middle ground. But I think the 
comment that you agreed to that interested me was that we will never 
have what was considered in the past to be the conventional type 
situation. And yet it seems to me we continue to think in terms of 
conventional wars with respect to justifying our merchant marine 
policy. 

Secretary Gates. The submarine question is probably the most diffi- 
cult question that faces the Navy, this huge submarine fleet, of modern 
long-range submarines. 

The ways you beat submarines are many and various. You attack 
them at their source first, you hope. You attack them en route. You 











r—V_ lv 


1e 
ar 
re 
1e 
i - 


"IN 


yu 





STUDY OF VESSEL TRANSFERS 647 


attack them at sea. You attack them with everything you have got. 
And we are developing weapons, planes, submarines, destroyers, to try 
and handle this enormous responsibility. 

The CuarrMan. Whatever the type of conflict that we should have— 
of course, we anticipate winning it—you would have to have an Ameri- 
can merchant marine if you won it. 

Secretary Gares. Certainly, Mr. Chairman. 

The CHarrman. That is what we are contemplating here. And I 
agree with you that nobody knows what might happen. But we still 
want to stay on this subject of the merchant marine. 

Mr. Asuiry. That is what I am trying to get at, Mr. Chairman. 
What kind, and how much, under these circumstances / 

The CHatrrman. Whatever the outcome might be, the question is: 
Would we need it, after whatever the type of war would be ? 

Secretary Gates. We believe you would, Mr. Chairman. 

The Cuairman. You would have to transport an occupying army 
and supplies and so forth and bring what you have got back home. 

Secretary Gates. Yes, sir. 

The CiairmMan. So that lays down the fact that you must be able 
to have the support of the other segments of naval defense, land and 
navy,as well, 

Mr. Sugkenan. Mr. Gates, I was rather happy to see Mr. Ashley take 
that particular line of questioning, because I think I would bear with 
him and agree with him that we have got to look at our merchant 
marine in the light of recent developments and find out how necessary 
the merchant marine is today compared to what it was 5 or 10 years 
ago. I do not mean how necessary it is, but from operations on the 
seas how practical it is. And therefore I would like to question you 
on several statements. 

For instance, on page 2, you say: 

Should a nuclear war be forced upon us, the military envisions that there 
would be an initial rapid and devastating exchange of weapons * * * 


And then you go on to say that— 


Shipping would be dispersed and no attempts made to deliver other than 
truly vital cargo * * * 
In other words, speaking for the Navy and not for the Defense De- 
partment, you are stating that all shipping is going to be absolutely 
dispersed here on account of a type < of nuclear war; is that not right? 
Therefore it seems to me that the Navy, and I am only speaking to 
you from a Navy angle, is thinking of a situation where it looks to me 
like practically, for a certain amount of time, there will be very little 
shipping on the seas except the absolute vital thing that is necessary 
forthe wareffort. Isthat right? 

Secretary Gates. That is right. 

Mr. Sueenan. Furthermore, you go on to say, on page 9, that you 
are seeking wherever possible an 18-knot speed. And you further say: 

Our desire to increase the speed of merchant ships for their own protection 
against submarine menace * * * 
In other words, speed seems to be quite paramount. 

Now, going along the line that Mr. Ashley was questioning you on, 
it seems to me that, and there is no question about the fact that, the 
nuclear war has changed our concepts of war, because in spite of the 
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fact that we always seem to think of nuclear war in the sense of an 
all-out bombing effect, that is not ex: ictly the situation. Because Mr. 
Eisenhower has said that we have got the fallout cleaned up 96 percent, 
and in a couple of years there will be practically no fallout. And it 
is my opinion that we have reduced the size of the nuclear warheads 
or the nuclear power so that they are able to be delivered by missiles 
er Is that not right? So we are going to have nuc lear war one 
yay or another; is that not right ? 

Secretary Gares. I do not think you can say that, Mr. Sheehan. I 
do not know what is right, but it is not as exclusive as you have stated 
it. We could have different kinds of nuclear war, if that is what you 
mean. 

Mr. Sueenan. That is exactly right. In other words, I do not 
want to have the committee here confused with the idea that all nu- 
clear war is total destruction. 

Secretary Gates. No. It need not be. The tactical atomic weap- 
ons could well be employed in a limited or general war. 

Mr. Sueenan. Therefore, and that is what I am getting at, and I 
was happy to see you say it from this standpoint, then there is the 
possibility that merchant marine convoys as we have known them in 
the past might be completely a thing of the past. Because your sub- 
marines or your airplanes in the Nav y would be capable of taking a 
convoy and practically destroying it from a long distance with ouided 
missiles with nuclear capabilities. Is that right, or wrong? 

Secretary Gates. If we are in that kind of a game, that might be 
correct ut only if effective countermeasures were not taken. 

Mr. Surenan. Therefore, Mr. Chairman, the point I am trying to 
bring out: It seems to me that although we all recognize the fact that 
the merchant marine is absolutely essential, its functions as we have 
known them before are practic ally outmoded because of the atomic 
capabilities. And therefore the Navy has had to revise their con- 
cept of protecting a convoy. And maybe they do not want to admit 
it, because we have found difficulty in getting them to admit it, but it 
seems to me that today speed will ‘not protect, and the manufacturing 
of convoys as we have known them is practically over with, because 
of the fact of the nuclear warheads and the guided missiles. 

Therefore it seems to me that the concept of our merchant marine, 
and I am asking you this strictly from a Navy standpoint, is: If there 
is an all-out war, for the sake of argument, and the ships are all totally 
dispersed, the need for the ships will come after the initial devasta- 
tion is over, assuming we win. Is that not right? 

Secretary Gates. In that kind of a war; yes, sir. That is right. 

Mr. Sueenan. Therefore the Navy would have to change its think- 
ing as to the real importance of the merchant marine, because in the 
initial stages, if it were an all-out war, it would be over within a month 
or 2 months or a year or whatever the case may be, and then shipping 
would be needed after that period to occupy or help supply the nations 
that we would particularly want to occupy. Is that right? 

Secretary Gates. Yes. This is all completely right, but I think : 
reservation ought to be made that no one knows exactly what we are 
going to have to do. So that while under this concept the merchant 
marine assumes a great deal less age ince, and also the Navy must 
change to consider this concept, the Navy does not buy this concept 
as the only alternative. 
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Mr. SuerHan. No. But would you care to state whether it was the 
major premise today that you are working on? 

Secretary Gates. I cannot answer th: at question, because it is a very 
complicated one, and I do not know whom I would speak for. 

Mr. Sueenan. Only speak for the Navy. 

Secretary Gates. I do not know that I could speak for the Navy. I 
think you would have to ask the Chief of Nav al Operations that ques- 
tion. I think he would answer you that his opinion is that the possi- 
bility of limited-objective war is more likely than general all-out 
war. 

The Cuarrman. If that were the case, as Mr. Sheehan has been de- 
scribing, you would not need any Navy surface vessels, would you? 

Secret: ary Gares. Yes, sir. Because they will be able in time, as 
we make progress, and they are already able to some extent, to do two 
very important things. One is to protect our aircraft carriers with 
their antiaircraft missiles, and the other is to launch missiles offen- 
sively against any enemy. And as the midrange missiles develop— 
and we alre: udy have the capability on surface ships to launch the mis- 
sile—we would need surface ships. And we would certainly need sur- 
face ships in the way of antisubmarine warfare surface ships. 

Mr. Suernan. The point, then, concludes with this thought, Mr. 
Gates. And I pretty nearly want to agree with my chairman here 
because I am not a military man and do not know anything about the 
military except what I read in the papers. AndI understand we have 
perfected a bomber that will fly approximately or better than a thou- 
sand miles an hour, and that we have very few fighter planes that can 
keep up with it. So it would seem to me, strictly from a civilian stand- 
point, that it would be hard to have a tremendously big carrier which 
a plane could not do a job on with a guided missile from some distance 
away. 

Secretary Gates. I can convince you some time, Mr. Sheehan, that 
this isnot aseasy a pee: you seem to think it is. 

Mr. Mrutrr. If we have that debate, may we have the Secretary of 
the Air Force there, too? 

Secretary Gates. We would have an interesting afternoon, Mr. 
Miller. 

Mr. Mitier. It would be very interesting. We could make some 
money if we charged admission for it. 

Mr. SHEEHAN. The point I was trying to make: It seems to me 
from a layman’s standpoint, in spite of the fact that you answered Mr. 
Tollefson saying that no changed concept in the long-range problem is 
envisioned by the Navy, I would say offhand from your answers to me 
you have a ch: inged concept, and the old days, as I say, of the long lanes 
of merchant marine and massing of ships are pertty well done away 
with. And therefore the importance of the convoys, which is the mer- 
chant marine, in a prolonged war, seems to me to be very much 
diminished. Is that right, or wrong ? 

Secretary Gares. Under one set of circumstances. In other words, 
we say there is no change in the concept, because we do not buy this as 
the only alternative. 

Mr. Surenan. I will agree with your reasoning there. I cannot 
argue with it; except to say that it seems to me from present indica- 
tions the m: jor concept you are going to have to face is a nuclear war 








650 STUDY OF VESSEL TRANSFERS 


of (1) either total devastation, or, (2) of the military missiles which 
are capable of atomic destruction of individual militar y targets. And 
in either case, the shipping lanes would be the most v uinerable of any- 
thing in the world. 

Secret ary Gates. I think you are making it a little exclusive, but I 
agree with you, if you remember that you are making it exclusive. In 
other words, what are we going to do if the North Koreans come down 
into South Korea? I do not know what we are going to do, or what 
kind of weapons we are going to use. 

Mr. Asniey. Would the gentle men yield at that point? 

What General LeMay says, to quote your adversary— 

Secretary Gares. He is not an adversary, Mr. Ashley. He is a very 
good friend of mine. 

Mr. Asuiey. What I mean in the concept, obviously, that we have 
been talking about, the supercarrier—is that he will use the warhead 
to suit the objective, to suit the target. And it might be TNT and he 

rather supposes in a far vaster number of cases a nuclear warhead. 

The Cramman. May I interrupt ? 

Gentlemen, this is interesting, no doubt. There is another committee 
upstairs that I imagine could thresh this over a good bit. What we are 
interested here in doing is getting the support of the Navy and the 
armed services to help. get a few dollars for this merchant marine 
business. That is why we have this distinguished citizen down here, 
to see if we cannot pry him loose from a few bucks or a little more sup- 
port. 

Now, I am not trying to interrupt your discussion here. I think the 
witness has been most generous to go along, and he has posed some of 
the questions that I can understand. 

Secretary Gates. Some of the most fundamental questions that we 
face all the time, Mr. Chairman, and IJ congratulate the committee. 

Mr. SuHeenan. Mr. Chairman, the only” reason for following that 
line of questioning was to try to find out in my own mind whether 
the changed concepts have caused less need for the merchant marine 
as we have known it as : defense feature: and therefore that would 
be the reason why the Navy and the Armed Forces are not too en- 
thusiastic about supporting it as a fourth part of our national defense. 

The CuarrmMan. Well, now, would you like to comment on his final 
summary / 

Secretary Gares. Well, I will try, Mr. Chairman. 

There is no doubt about the fact that under a general nuclear war 
concept, be it massive retaliation or tactical nuc lear general war, the 
importance of the merchant marine is diminished. And to this extent, 
I presume that with that possibility always there, although un- 
likely — 

The Cuamman. If we had fast ships, you would say that the mer- 
chant marine fast ship would be vulnerable, but the Navy’s fast ship 
would not be vulnerable. 

Secretary Gates. The Navy’s fast ships, sir, are over 30 knots. 
And the nuclear submarine speed is classified, but it is well over 20 
knots under the water. There is quite a difference of speed, I am told 
by the military people, in connection with the submarine hazard. 

The CuarrmMan. This committee’s problem or quandary arose when 
we got down to transporting troops. I am sure you will note in the 
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record that the tendency was for fast tankers and fast cargo ships, but 
one of the admirals said, “Well, we will just have to transfer them on 
15-knot ships.” That is in the record. That is what concerned us. 

Did you finish with Mr. Sheehan ? 

Secretary Gares. If I answered the question satisfactorily, Mr. 
Chairman. I donot know. 

Mr. SHEEHAN. It isthe gentleman’s opinion. I cannot argue with it. 

The Cuarrman. Mr. Pelly ? 

Mr. Peuiy. Mr. Secretary, speaking to you as the representative 
of the Defense Department, momentarily, is it not conceivable that 
in certain eventualities of various types of war, a supply ship would 
be far more important to the successful conclusion of a local war, we 
will say, than a combat vessel ? 

Secretary Gates. Yes, it could be, because I believe in that type of 
situation we are presently short of proper logistic support in the 
Navy. So I wedi say that logistic ships, military logistic ships, 
would be of great importance. 

Mr. Petty. I think the committee was very much impressed by the 
so-called MARAD-Navy planning report of April 12. I think we 
have in mind very much that from all of the statements we get, actual- 
ly the supply vessels of the merchant marine are of such great im- 
portance in the defense planning of certain types of eventualities that 
it should be actually in the Defense Department itself, probably, 
more actually than in the Department of Commerce. 

Secretary Gates. Would you like to answer that question, Admiral? 

Admiral Wii. This is more a requirements problem, sir, and I do 
not believe I am fully qualified to answer it, but I can give you my 
opinion. 

Secretary Gates. Is there anybody here from the Chief of Naval 
Operations? 

Admiral Witt. Admiral Collins could probably answer it a little 
more completely, sir. 

Admiral Cotiins. I feel in this whole discussion the support that 
the Department of Defense has given the merchant marine program 
has never been brought in question before, until now you face the prob- 
lem of no subsidy money. So you are searching for an answer as to 
whether or not the Department of Defense would be willing to put 
part of this subsidy in its budget. I do not believe we can answer that 
question, because it has not been presented to the Department of 
Defense as such. 

In reply to your question specifically, we cannot, with the present 
moneys that we get for ship construction, consider putting merchant 
ships into it. That is the first point. 

The second point: I do not know how we would go about it. It is 
the work of the Department of Commerce to accomplish that, and I do 
not think that we could very well—we could not really—put a ship for 
the merchant marine in our ship construction program. 

Mr. Petiy. Speaking to the Secretary as one layman to another, I 
think we recognize that the Secretary of Commerce is thinking in 
terms of business and normal peacetime pursuits, whereas the De- 
partment of Defense is certainly thinking in terms of war eventual- 
ities—any possibilities that might occur. And therefore the emphasis 
and real pressure for the fourth arm of defense should come from the 
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Defense Department, normally, rather than the Secretary of Com- 
merce. I think the chairman has not felt that we have got enough 
backing from the Defense Department. 

Secret tary Gares. Well, the Secretary of Commerce is aware of how 
we feel, as ‘T have stated here, which is the position that we take. He 
is concerned with the defense of the country also, as a member of the 
administration and the Cabinet, and I am sure gives it thought. 

Mr. Petry. I am sure the Secretary of Commerce does not need 
either your or my defense, because I know that he is a very patriotic 
American. But I am just "thinking i in terms of what normally would 
be the eating and sleeping and drinking of the Defense Department 
in terms of various kinds of ships including supply ships, and the need, 
the logistics. And therefore it might be only natural to consider that 
the Defense Department would be pressing for adequate supply ships 
and adequate merchant marine for certain eventualities, rather than 
that it would be natural to think that the Secretary of Commerce 
would. 

Secretary Gates. Well, it is again a question of what you do with 
what you have. Weare pressing for modern supply ships in the Navy. 

Mr. Petry. I realize that you have a terrible problem. But there 
is, we are told, a continuing liaison between the two. 

Secretary Gates. That is right. 

Mr. Petty. And I think our ch: airman feels that you have not put 
your shoulders together enough to give the Congress a little umph to 
get the nec essary merchant marine ‘for supply that we should have. 

The Cuarrman. Mr. Pelly, would you yield ? 

Admiral Collins, when Mr. Pelly spoke with respect to what the 
Navy might do to help this merchant marine situation, did you over- 
look the fact that Admiral Will’s fleet, a great deal of it, comes from 
Commerce Department funds, where we have built ships for Mari- 
time, in your reply to Mr. Pelly? 

Admiral Cottirns. No, sir; I had that in mind. 

The Cuatrman. You did not give credit, though. 

Admiral Cotutns. Well, I certainly do. 

The CHarrman. We have built a large fleet of Mariners. How 
many do you have in your fleet now ? 

Admiral Witt. We have none now, Mr. Chairman. 

The CuarrmMan. What have you done with them ? 

Admiral Wii. They have all been sold to private industry. 

The Cuarrman. Does 2 the Navy have some of them ? 

Admiral Witt. The Navy has some in the reserve fleet. I think 
they have eight. 

The Crarrman. And they were built out of Commerce funds. Did 
you pay anything for them, for transferring the funds from Navy 
back to Commerce in these matters? 

Admiral Coturs. I do not know, sir. 

The Cramman. Somebody here knows. We are not asking too 
much from you. A little reciprocity, you know, is what we are trying 
to get. I want to find out, and I want this record to show, how many 
ships the Navy has been using that came from Commerce funds. 

Secretary Gates. They would be under jurisdiction of the Navy. 

The Cuamman. Now, somebody has that knowledge around here. 
There is nothing personal about this, but to show that we are not un- 
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reasonable in making a request for some assistance from you gentlemen 
in the problem we have. 

Admiral Witt. I believe that during the height of the Korean in- 
cident we had well over a hundred ships out of the Maritime reserve 
fleet—the general agency agreement. At the present time we op- 
erate—well, last year we had 21. This year we will use about 17, dur- 
ing the Arctic operations only. 

The CuatrMan. Now, what proportion of that is to support the na- 
tional defense ? 

Admiral Witt. All of it. 

The Cuarrman. And all of those ships came out of funds from 
Commerce ? 

Admiral Winx. Yes, sir. We pay the operating costs. 

The Cuarrman. Now, you see, Mr. Secretary, we have got a good 
case. Do you not agree with me? 

Secretary Gares. You have an interesting point, Mr. Chairman. 

The Cuarrman. Now, Admiral Ford, can you throw a little light 
on this now? How many ships has Maritime supplied for the Navy 
without cost? Of course, I know you have got one foot in one bucket 
and one in the other. 

Admiral Forp. I think both feet are in the Maritime bucket now, sir. 

The Mariners were furnished without cost, and practically all of the 
ships operated by MSTS are ships that were built for commercial 
operation. 

I think MSTS is now operating some Navy tankers. 

Admiral Witi. We have 72 tankers in the Maritime reserve fleet. 

The CrarrmMan. So practically all your reserve fleet came from 
Maritime? 

Admiral Wi. Originally, yes. 

The CuarrMan. Mr. Secretary, that sums up quite a bit of our case 
here, why we feel that we have got a right to go to Defense, and par- 
ticularly you, to ask that you put your shoulder to the wheel here. And 
[I do think we have had a wholesome hearing here, and I think we have 
posed a fair request to you for aid. 

I am sorry that you did not understand that you came here speak- 
ing officially, because I had no doubt about it. I was told from the 
Office of the Secretary of Defense. 

Secretary Gates. I was not told how I came, Mr. Chairman. 

The CHairman. I was told that you were here speaking officially for 
the policy of the administration with respect to the national defense 
pertaining to merchant marine affairs. They did not evidently tell 
vou that. 

Secretary Gates. I am not trying to avoid anything. 

The CHarrMan. I understand that, Mr. Secretary. 

Mr. Peixy. If I could just conclude by asking the Secretary if in his 
opinion the problem of block obsolescence of our merchant marine and 
other inadequacies that we have for a mobilization base are not of suffi- 
cient gravity so that they should be pressed and called to attention and 
discussed fully by our Joint Chiefs of Staff, by our National Security 
Council, and by our Defense Department, and by your Supreme Com- 
mander himself, based on the various conversations that we have had? 

Secretary Gares. I am not competent to answer the question, be- 
cause I do not know the magnitude of block obsolescence. I am just 
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not competent to comment on that. But if it is serious, I think it is a 
very serious matter and should be discussed by all concerned, as to 
what is done about it. 

Mr. Pewiy. Mr. Chairman, the Secretary indicated that he was 
going back to talk to the Secretary of Defense, and I am sure that you 
will give him something of the gravity of the situation on block obso- 
lescence and other matters, and I know he will carry that out. 

I want to compliment him as a representative of the Navy on doing 
a very excellent job. 

Mr. Mutter. Will the gentleman yield? 

Mr. Petxy. I yield the floor. I know it is getting late. 

Secretary Gates. Mr. Chairman, could I answer Mr. Pelly’s ques- 
tion again / 

I have just gotten some information I did not know. 

I am just advised that the National Security Council has this ques- 
tion under study — now, at the request of the Secretary of Com- 
merce. And the Navy would, of course, support whatever that de- 
cision is. 

The CHarrman. What is that question ? 

Secretary Gates. The obsolescence question. 

The Cuarrman. That is what we have been dealing with. 

Mr. Preity. I am very happy to hear that, and I think it should get 
right up tothe Supreme Commander. 

Secretary Gates. That is where it is. It is right there. 

The CHarrMan. Mr. Gross. 

Mr. Gross. I have some questions, but I can get the answers else- 
where. 

Mr. Mixer. I just wanted to say this for Admiral Collins’ benefit. 
I introduced the matter of perhaps sharing some of the crumbs with 
the Maritime Administration. And I am quite conscious of the fact 
that there is no way the Navy can do that other than by looking at it 
and saying, “There is some importance to this picture,” and saying, 
“We will take 10 percent of our billion-nine and ask that it be given 
to Maritime officially to carry out and keep this arm of defense up.” 

I am not quite so naive as not to realize that you could not transfer 
the funds. The members of the committee know sufficient about the 
operations of government in that respect. 

The Cuatrman. Mr. Counsel ? 

Mr. Drewry (John M. Drewry, chief counsel). Mr. Secretary, 
your defense planning, you would take into account all kinds of ia 
tors, including guesses as to who might be our allies, what the size of 
their merchant or combatant fleets might be, and various other things 
that would, of course, be of no direct concern to this committee; nor 
would it have very much to do with national maritime policy, except 
to the extent that you urge that American shipping be built up to a 
certain point to fill up the gaps that are left after you have taken into 
account the other things. 

Now, I do not want to seem to be quibbling about semantics, but our 
principal question, posed in the chairman’s letter to you, and repeated 
at the bottom of page 1 of your statement, is: 

Is an American-flag merchant marine necessary in the interest of defense 
planning? 
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And then you go on to say : 


A large, modern, and well-balanced American merchant marine is positively 
vital to our defense planning, as without it, in time of war, neither the military 
effort nor the war economy of our Nation could be supported. The need for the 
development and maintenance of an adequate merchant marine was envisioned 
and expressed by a far-sighted Congress 21 years ago. 

Now, in the statement that went to you from the chairman asking 
you if there was a shift in policy, there was a suggestion that perhaps 
there has been. And that is what I am talking about right now. 

The basic policy laid down in the 1936 act (referred to in your 
statement) says: 

It is necessary for the national defense and development of its foreign and 
domestic commerce that the United States shall have a merchant marine * * * 
(b) capable of serving as a naval and military auxiliary in time of war or nation- 
al emergency, (c) owned and operated under the United States flag by citizens of 
the United States insofar as may be practicable— 

And then it goes on to say 


composed of the best-equipped, safest, and most suitable types of vessels con- 
structed in the United States and manned with a trained and efficient citizen 
personnel. It is hereby declared to be the policy of the United States to foster 
the development and encourage the maintenance of such a merchant marine. 

Now, in the chairman’s statement reference was made back to testi- 
mony by Admiral Wilson 4 years ago, as to requirements. At that 
time it was referred to, I think, as a “national defense fleet,” and the 

requirements were listed by tonnages. (The tonnage for some reason 
or other changed considerably het ween the first time the Defense De- 
partment appeared and the second time, a month later.) 

In that statement, it seems to me to be clear that what was being 
stated at that time was requirements of American-flag ships. It is 
true it was stated that in considering what would be needed for an all- 
out effort, the Department of Defense would consider what it could get 
from its allies and what it could get from vessels under effective 
United States control. 

Now, however, the more recent statement says, “including those 
foreign-flag ships considered to be under effective United States con- 
trol.” And of that total, I have been informed that there are quite a 
large number of tankers, many dry-cargo ships, and three passenger 
ships. 

It is at that point that it seems to me there is some indication either 
of a change of policy or not quite as helpful information as this 
committee needs for its guidance. 

We have to go by the stated policy in the 1936 act, which calls for an 
American-flag merchant marine. 

So it does not give us much help to be told what the requirements are, 
if those requirements include an unidentified number of ships under 
roneusn flag, whether they are under effective control or not. 

I do not argue that point. 

There is nothing i in the law that establishes the theory of effective 
United States control. It may be highly desirable, when a ship is 
found to be unnecessary for defense, to tri ansfer it to foreign flag, and 
at the same time extract an agreement that it will stay friendly to us. 
It would seem to me it would be just as desirable to do that as to main- 
tain friendly relations with different countries that we would expect 
to fight with. 








656 STUDY OF VESSEL TRANSFERS 


But when you leave out the word “flag,” are you, when you talk 
about the need for a large well-balanced merchant marine, talking 
about a merchant marine built and operated under the American flag 
only, or are you talking about total merchant-ship capabilities which 
you would expect to be at your command in time of an emergency ? 

That is why I ask whether there is a shift of policy. 

Secretary Garrs. I think I was talking about the latter, including 
the “effective United States controlled” ships. 

Mr. Drewry. Then there has been a change in policy ? 

Secretary Garres. Would you answer this question ? 

Admiral Cotirs. I do not believe there has. Does not the law 
state “operated under the American flag as far as practicable”? You 
just read it as such. : 

Mr. Drewry (reading) : 

Owned and operated under the United States flag by citizens of the United 
States insofar as may be practicable. 

Admiral Cottrns. I believe that gives the leeway in which the De- 
partment of Commerce has set up this trade-out arrangement. And 
from our own viewpoint, whether it is under the United States flag or 
under foreign flag or an enemy ship or anything we can get our hands 
on in time of war—— 

Mr. Drewry. I think the answer to that is found in title VII of the 
1936 act, which provides that where it is not practicable for citizens to 
own and operate, the United States itself will do it. There is nothing 
in the 1936 act, in my judgment, that takes any recognition of the 
American merchant marine being composed of anything but Ameri- 
can-flag ships operated by the United States or its citizens. We have 
no control, in Congress, as to what any ship under foreign flag may 
do, unless there be treaties. But there are no treaties with these ships. 
There can even be executive agreements, I suppose. But that there 
are any such has been denied. Only agreements with individual op- 
erators. 

But granting the desirability of following the ship when it has once 
been transferred, what I think we want to know is: What is needed 
of an American flag merchant marine as laid down in the declaration 
of policy, which is not only done under the 1936 act, but the 1946 act, 
the 1928 act, and the 1920 act? And that is where it appears to me 
that there has been some shift just since 1953 by now stating require- 
ments of an “American” merchant marine in terms which include 
foreign-flag foreign-owned ships. Because even though American 
dollars are in them, if it is a foreign corporation it is foreign-owned. 
If it is foreign flag, it is under the sovereignty of a foreign nation. 

Admiral Cotuins. I see the point you are getting at, that according 
to the 1936 act we should have in our mobilization reserve only those 
ships which are operated and owned under American flag. 

As a matter of practical application we have ships which have been 
in that status but have been sold to a foreign flag, for which we get 
new construction. 

As I have said here before, we would prefer the other way, but I 
think we can, within the limits of that act, “as far as practicable,” 
stretch our mobilization capability to include those ships which were 
formerly under United States flag, which, having been transferred, 
gave us new construction. 
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As far as we see it, it is the only way that we have been able to 
get the new construction program, which is the basis, I think, of the 
Navy’ s requirement. We want new ships to replace the block obsoles- 
cence. 

Mr. Drewry. Then the policy that Congress has established is not 
adequate, and you have therefore had to find other means to achieve 
what you need. 

Admiral Coturns. Well, I would like to ask the Maritime Adminis- 
trator to answer that question, because this is their program. 

Is that satisfactory ? 

Secretary Gares. Yes. 

Admiral Forp. Well, I think, as Admiral Collins stated, the various 
laws that were passed to get new tankers have not been effectual, while 
the trade-out-and-build program has produced results. 

It may not be the most desirable program, and if we had sufficient 
funds to build our own tankers and to let the operators have them at 
the foreign cost of construction we would prefer that. But this is the 
best program we have been able to devise to meet the requirements. 

Mr. Drewry. Then you have found it necessary to depart from the 
congressional policy to the use of an expedient to meet your require- 
ments ? 

Admiral Forp. I do not think we have departed from the congres- 
sional policy. You said that. I think that we have met the require- 
ment of the Congress insofar as possible and the stated desire of the 
1936 act to establish an effective United States flag merchant marine. 
No ship is transferred unless there is new building to replace it. We 
are not reducing the tonnage or the quality of the American merchant 
fleet by the trade-out-and-build program. 

Mr. Drewry. Let me ask you this: In view of that would you say 
that the ships in the American merchant marine, including those being 
built, are adequate, well balanced, and all the rest of these things, if 
you exclude those which are under effective United States control? 
There are, I think, some 500 ships altogether which are considered to 
be under effective United States control. If you eliminate them, have 
you got today an adequate fleet, subject to these very minor exceptions? 

Admiral Forp. Are you speaking from a national defense viewpoint, 
or a commercial viewpoint ? 

Mr. Drewry. Well, national defense. 

Admiral Forp. I think national defense would say “no.” It is in- 
adequate to meet the requirements. Therefore they have had to resort 
to the effective control policy. 

Mr. Drewry. Have you got it from the standpoint of commerce ? 

Admiral Forp. I think it is a question of what the economy can 
stand, and I would say “yes,” from the commercial viewpoint. Not 
what we would like, but we have been able to carry a fairly adequate 
share of our commerce in our American-flag ships. 

The Crarrman. Mr. Secretary, I want to ask you one more question. 

We have talked about all the possibilities of various kinds of war. 
If you were called on today to transport a large army with the condi- 
tions that you would anticipate, are you satisfied that you could safely 
— a large army with the transports we have today ? 

Secretary Gares. No, sir. 

The CuatrmMan. That is all. 

Mr. Secretary, I appreciate very much your coming down here. 








658 STUDY OF VESSEL TRANSFERS 


If there are no further questions, the reason I am stopping is that 
the House is entertaining one of these foreign visitors today and meets 
at 12: 30. 

So if there are no further questions, we appreciate very much your 
full cooperation. 

Secretary Gates. Thank you very much, Mr. Chairman. 

The CuArrman. As I understand it, the testimony you have given 
today does not reflect the policy of the administration nor the national 
defense. 

Secretary Garters. I guess I ought to have been a lawyer, Mr. Chair- 
man. I think I could take the responsibility for saying it represents 
the Department of Defense. I think I can take that responsibility. 
I do not believe the Secretary of Defense would have any different 
testimony. It does not represent the administration. 

The Cuatrman. You do not know whether it repersents the philos- 
ophy of the present administration ? 

Secretary Gares. No, sir. I do not know whether it does or not. 
I will speak for the Department of Defense. 

The CuatrMan. Could you let us know later whether it does? 

Secretary Gares. I think after you hear Mr. Weeks, who has the 
primary responsibility—I think he should speak for the admin 
istration. 

The Cuainman. I differ with you again. I do not think he has as 
much responsibility in this part of the merchant marine as Navy has. 

We appreciate your being with us. 

Secretary Gares. Thank you, Mr. Bonner. 

(Whereupon, at 12:10 p. m., the hearing was adjourned, subject 
to the call of the Chair. ) 
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TUESDAY, JULY 23, 1957 


House or REepresENTATIVES, 
SUBCOMMITTEE ON MERCHANT MARINE OF THE 
ComMMITTEE ON MercHant Marine AND FISHERIES, 

Washington, D. C. 

The subcommittee met at 10 a. m., pursuant to call, in room 219, 
Old House Office Building, Hon. Herbert C. Bonner (chairman) 
presiding. 

The CHAIRMAN, The committee will come to order. 

Mr. Secretary, we are delighted to have you present before this com- 
mittee and we assure you that our interest in this subject is serious. 

During the past several months, this committee has been holding 
hearings on important matters of policy specifically directed to the 
transfer of vessels to foreign flag and ownership, and the replacement 
of the merchant marine, and to the provisions of law relative to the 
trade-in of vessels for new construction and the national defense 
reserve fleets. 

These subjects involve the most basic questions. After extensive 
testimony from the Federal Maritime Administrator and others in 
your Department, and in the Department of Defense, members of this 
committee found themselves utterly confused as to whether or not the 
policies pursued administratively were in accordance with the basic 
policies laid down by the Congress. 

Despite the volume of testimony by sincere and capable witnesses, 
the committee still -finds itself in need of clear definite statements 
from the two Departments most concerned with the status of our 
merchant marine as to the present thinking at the top levels of Gov- 
ernment concerning merchant-marine policy in defense planning and 
the problems of coordination of such policy between the Departments 
of Commerce and Defense. 

On June 27, [ addressed to you and Secretary Gates letters that were 
identical, giving the reason in those letters for the concern of the com- 
mittee. The testimony would go so far, and then we would be told 
we had to get the information we desired from higher authorities. 

Secretary Gates was down here and frankly, in my opinion, he did 
not testify in accordance with the information that I had been given 
as to his policy and how he would explain to the committee the policy 
of the administration. 

In fact, he frankly said that he did not understand that he was 
to testify and he was not directed to state the policy of the administra- 
tion as to whether or not the merchant marine is as essential and con- 
sidered as essential both in national defense and commerce as it has 
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previously been considered. That is the question the committee has 
in mind, 

From time to time we have these fine reading news articles, about 
what we are doing to replace the merchant marine and how many 
thousand work hours we are supplying to the shipyards, but still we 
are having to face the eventual block obsolescense of our existing ships, 
and particularly were we interested in the fact that it seems apparent 
that what interest that there is is in dry-cargo vessels and tankers. 

That was the point where the national defense a itives said, 
“Well, we have 15-knot transports from World Wars I and II, and 
if there are troops to transport we will transport them on that.” This 
Nation is great enough to keep abreast of the world in fine passenger 
vessels. Other nations are now publicizing the fact that they are 
building new and better passenger ships. We do not seem to be mak- 
ing so very much progress in that w ay. 

T think I can speak for the majority or probably all of the com- 
mittee, and the committee feels that there should be some extensive 
replacement in passenger vessels both for the use of American citizens 
and the commerce of the world, and for troop transport in case of 
emergency. 

This mor ning I hope that you will address yourself to the point of 
whether or not there is the same interest in keeping an American 
merchant marine in this administration as there has been in the past, 
and what might be expected in the way of support from the admin- 
istration to continue to build and keep our flag in the passenger service 
as well as the cargo and other services prominent on the seas of the 
world. 

Now, Mr. Secretary, you understand that this is an executive 
meeting. 


STATEMENTS OF HON. SINCLAIR WEEKS, SECRETARY OF COM- 
MERCE; LOUIS S. ROTHSCHILD, UNDER SECRETARY FOR TRANS- 
PORTATION; AND WALTER C. FORD, DEPUTY MARITIME ADMIN- 
ISTRATOR, DEPARTMENT OF COMMERCE 


Secretary Werks. Mr. Chairman and gentlemen, I have a short 
statement which I should like to read to the committee and then I will 
be happy to try to answer such questions as you may have. 

I want to thank you for the opportunity to appear because I am 
sure that this is a very vital question that you are studying. I apolo- 
gize for not having come sooner. I have been a little busy, and I hope 
that the chairman and the committee will understand that it is not 
because of any resistance about coming. I am at your service any time 
you want me. 

I want to take the opportunity afforded by this hearing to commend 
this committee on the vital role it has played i in advancing the mari- 
time interests of the United States. It is gratifying to the shipping 
and shipbuilding industries—and the men whose jobs are dependent 
on these industries—to realize that this committee is always an alert 

watchdog with respect to their interests. I can assure you, Mr. Chair- 
man, that I share your vigilance and your concern. 

The position of ‘the Department can be summarized in a single sen- 
tence : in keeping with sound fiscal policy by Government and a healthy 
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national economy, we advocate a merchant marine capable of serving 
the defense needs of the Nation and adequate for peacetime water- 
borne commerce. 

The basic merchant marine policy was laid down by the Congress 
in the Merchant Marine Act of 1936 which provided that: 

* * * the United States shall have a merchant marine (@) sufficient to carry 
its domestic water-borne commerce and a substantial portion of the water- 
borne export and import commerce of the United States and to provide shipping 
service on all routes essential for maintaining the flow of such domestic and 
water-borne commerce at all times, (b) capable of serving as a naval and mili- 
tary auxiliary in time of war or national emergency * * *. 

This policy has remained unchanged. 

Early in 1953, I requested the ‘Under Secret ary for Transportation 
and the Maritime Administrator to undertake a searching review of 
the national maritime situation to determine what, if any, action 
should be taken in furtherance of this policy. 

In April 1954, the Department sapien a report based on this 
study entitled “A Review of Maritime Subsidy Policy in Light of 
Present National Requirements for a Merchant Marine and a “Ship- 
building Industry.” This report was presented to and discussed at 
length before this committee, as well as before the Senate Interstate 
and Foreign Commerce Committee. I will not take the time of this 
committee to review it in detail at this point. However, some of the 
conclusions of this report are relevant here and I want to refer to 
them briefly. 

The report concluded that both the defense and commercial needs 
of the country would be satisfied by an active merchant fleet in peace- 
time of about the size in operation on December 31, 1952, that there 
was, therefore, no need for enlarging the size of the merchant fleet. 
Instead the report found that the ‘problems facing the country in this 
area stemmed from the fact that practically the entire fleet would 
reach a 20-year retirement age in the 5-year period between 1962 and 
1966—the period of “block obsolescence.” 

This meant that in the 8 years preceding 1962, in the absence of a 
Government program to stimulate construction, shipyard employment 
would drop to dangerously low levels and there would be a correspond- 
ing deactivation of facilities. It was felt that it was essential to the 
national defense to keep these skilled workers and needed facilities 
in a state of readiness in the event mobilization became necessary. 

Block obsolescence also meant that between 1962 and 1966 there 
would be a construction demand on the country’s available facilities 
which could not be met—with the result that needed replacements 
would in too many cases be delayed too far beyond the desirable 20- 
year retirement age. 

As a result of these considerations, the report recommended pro- 
grams to stimulate construction and replacement ahead of the 1962--66 
period. 

Your committee has been most helpful to this Department in the 
development and implementation of these recommended programs. 
During the past 414 years, a number of new and important laws have 
been enacted and new policies established to help in solving these prob- 
lems. Among these were the trade-in-and-build program to build up 
a reserve of tankers; the transfer of obsolete ships to friendly foreign 
countries; the encouragement of private lending institutions to furnish 
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capital for ship construction through a program of liberal Govern- 
ment insurance of mortgage loans; ‘and the ( fargo Preference Act to 
assist the American merchant fleet by assuring them a fair share of 
export aid cargo and import strategic cargo. 

Perhaps the most significant accomplishment has been the accept- 
ance by the ship oper ators of a long-range ship replacement program 
developed by the Maritime Administration through the creation of a 
whole new series of ship designs, larger, faster, and economically 
feasible. 

This year your committee has been conducting hearings to determine 
whether - intent of the Congress is being followed by the adminis- 
tration in particular regard to vessel transfer, trade-in and national 
deledas' reserve fleet policies. 

In this connection, you have invited me and the Honorable Thomas 
S. Gates, Jr., the Secretary of the Navy, to discuss with you matters 
of policy relative to the merchant marine in connection with defense 
planning and problems of coordination of maritime policy by the 
Department of Commerce and the Department of Defense. 

You have stated that the testimony furnished during 14 days of 
prior hearings has caused some confusion and concern on the part of 
the committee which has prompted your invitation to the Secretary 
of the Navy and myself. For your guidance you have sent us a state- 
ment in which you set forth the basis for this confusion and concern. 

This statement contains a number of questions relating to both the 
national defense and commercial aspects of maritime police: y. 

It is not my intention, Mr. Chairman, to discuss in detail the defense 
aspects of maritime policy which you have asked about. The respon- 
sibility of the Department of Commerce in this area is to attempt to 
meet the requirements of the Department of Defense under general 
policy guidelines, and through procedures established and authorized 
by the C ongress. The Secretary of Commerce, therefore, cannot alone 
speak with full authority on the details of shipping requirements for 
defense purposes. Secretary Gates has already presented the views of 
the Department of Defense on this subject. 

He has testified with regard to their requirements for specific types 
of merchant ships—cargo, tanker, and passenger—in the active and 
reserve fleet. In general terms these are contained in an unclassified 
document prepared by the MARAD-Navy Planning Group, copies of 
which were previously furnished to this committee. I am advised that 
further detailed information concerning this problem could be made 
available to your committee on a classified basis and any further in- 
formation on this should be sought from the Defense Department. 

Other questions in your statement which relate to defense require- 
ments and have been answered by the Secretary of Navy are those 
concerning the availability of ships which have been transfererd for 
eign as compared with those in the reserve fleet, the adequacy of our 
tanker fleet, the speed of ships available for troop transport and of 
tankers, and the need for passenger ships to be available for troop 
transport in the event of war. I do not believe that I can or should 
add anything to what Secretary Gates has said on these subjects. 

In this connection, however, I should like to say that in order to 
obtain definitive answers to any questions that may exist on the need 
for a merchant marine for defense purposes, and in order that our 
position may be crystal clear, I have recently requested the highest 
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councils of the Government to review this subject in the light of 
current strategic concepts. 

As a result, they now have the matter under active study. Their 
recommendations when received will assist all of us in making decisions 
with regard to the priority of construction and operating subsidy 
requirements for the merchant marine as against the many other 
essential programs of the Government. 

I pass now to the status of the program recommended in the Depart- 
ment of Commerce’s 1954 report to meet the problem of block obso- 
lescence and to keep the shipyards in a state of readiness sufficient for 
mobilization purposes. 

The solution of this problem has depended on the willingness of 
shipowners to replace their ships caiea than would normally be 
required. Replacement requires the use of substantial amounts of 
private capital even in those cases where construction subsidies are 
available. In those cases where there can be no subsidies and private 
capital must bear the entire burden, other inducements have had to be 
offered. 

Under the trade-in-and-build legislation, six new tankers were 
built before the program became dormant as a result of changing 
market conditions which made the prescribed trade-in allowance 
unrealistic. 

Since July 11, 1955, under the policy of permitting transfers of 
obsolete ships to certain friendly foreign flags in connection with 
new United States construction, 5 tankers have been constructed 
or converted, and 64 were under contract as of June 1, 1957. While 
this policy has been particularly effective in stimulating tanker con- 
struction, the Maritime Administrator has also granted approvals in 
principle for trade-outs in conjunction with construction of 6 or 7 
new dry-cargo ships for the tramp fleet. 

Legislation liberalizing Government insurance of mortgage loans 
las served to encourage private lending institutions to furnish capital 
for ship construction. This program has already generated private 
financing for the construction of 17 ships now under contract. In 
addition there are now pending before the Maritime Administration 
applications for mortgage insurance involving 45 ships. 

The progress toward attaining the goals set forth in the 1954 re- 
port can be measured by the record of deliveries of new ships and 
conversions from our shipyards. In fiscal 1955, 19 ships were de- 
livered: 2 involved subsidy, 9 for domestic owners without subsidy, 

for foreign owners, and 1 for Government account. In 1956, 12 
were delivered: 5 with subsidy, 3 for domestic owners without sub- 
sidy, 1 for foreign owners, and 3 for the Navy. In 1957, 27 were 
delivered: 3 with subsidy, 13 for domestic owners without subsidy, 
t for foreign owners, 4 for Navy, and 3 for the Maritime Adminis- 
tration. In 1958, it is estimated that 39 will be delivered: 2 with 
subsidy, 24 for domestic owners without subsidy, 6 for foreign owners, 

for the Navy, and 2 for the Maritime Administration. 

The annual rate at which ships have been placed under contract 
for construction promises an increased rate of delivery in the future. 
Domestic owners contracted in fiscal 1955 for the construction and 
conversion of 11 ships, 4 with subsidy and 7 without. In 1956, 22 
were contracted for, 6 with subsidy and 16 without. In 1957, 76 were 
contracted for, none with subsidy. It is estimated that in 1958 .ap- 
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proximately 20 ships will be contracted for with subsidy; and no 
estimate is available as to how many may be contracted for without 
subsidy. 

The need of the fleet for early replacement to solve the problem of 
block obsolescence was also met in part by the sale of 16 Mariners 
from the reserve fleet. These went directly into service without con- 
version and therefore are not included in the deliveries I have sum- 
marized. Asa result, the Department of Commerce is making note- 
worthy progress in carrying out the recommendations cont: ‘ined in 
the 1954 report. 

So much for the progress made to date under the 1954 report. Now 
IT should like to talk briefly about the future. 

Due to the time involved in making arrangements with some ship- 
owners for further replacements—arrangements involving not only 
contract terms but also the basic questions of size, speed, and design 
to which I have already referred—the Maritime Administration was 
unable during fiscal 1957 to obligate some $85 million appropriated to 
it for that year. This influenced the C ongress to withhold all appro- 
priations for construction subsidies for fiscal 1958. 

In considering this action of the Congress we must also bear in 
mind that it was taken in response to the tremendous pressure by the 
public to reduce the size of the budget. This pressure and others for 
economy likely may continue for some time. 

The utmost obligation of the Government today is to maintain mas- 
sive defense and essential service without wrecking the economy which 
supports both. Under the threat of atomic assualt, the increasing 
cost of nuclear weapons, the inflationary forces reflected in their price, 
and other factors combine to create a staggering financial burden on 
the American people. And the end is not yet in sight. 

To the gigantic expenditure for defense is being added an in- 
creasing amount for regular and new nondefense programs. It is 
obvious that if Gov ernment—year after year—continues to drain off 
an increasing flow of money from the priv ate sector of the economy, 
there will be further inflation, job-creating investment sources will 
dry up, and the entire economy will suffer. 

I am convinced that it is the will of the people, the intent of the 
Congress and the duty of the administration to hold down spending 
until the growth of the economy or the lessening of defense pressures 
justifies some relaxation. 

I know that your committee, the shipping industry, and the thous- 
ands of employees who earn their livelihood from it are most anxious 
to know what effect all of this will have on them. I myself believe 
that their interest requires a high degree of consistency in the han- 
dling of our ship replacement program. This is essential for orderly 
planning by the operators who will be required to replace their fleets 
with new and infinitely more expensive tonnage and for the shipyards 
in scheduling work and in the training, or retention, of skilled per- 
sonnel. It seems almost unnecessary to say that our defense nucleus 
requirements or commercial needs will not be fulfilled unless there is 
stability and confidence in the relationship of Government and in- 
dustry in this joint maritime effort. 

However, it may well be that these forces which have recently come 
into play will require some adjustment in the level and pattern of the 
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program. I would hope not, but feel that I would be less than candid 
if I did not at least recognize it as a possibility. 

In periods of pressure for economy, reevaluations of existing pro- 
grams are normal. I know that your committee, the industry, and 
its employees would like to be told of specific long-range plans; but 
at this point no such reevaluations have been made. 

In view of the foregoing, I believe it is too early to appraise the im- 
pact of these matters on current plans and too early to engage in any 
predictions as to what the future may hold in store. 

You may rest assured that, consistent with the foregoing consider- 
ations, the Commerce Department will continue to advance the basic 
objective embodied in section 101 of the Merchant Marine Act of 1936 
and the long-range program as recommended in the comprehensive 
report on policy which the Department initiated in 1953, 

I think that concludes my formal statement, Mr. Chairman. 

The Cuarrman. Mr. Secretary, it is an interesting statement. The 
great interest is whether other nations who have “reached and sur- 
passed their prewar economy level are not surpassing us in maritime 
matters and in some not so far distant years the modern ships that 
they are now building will put them far ahead of the American 
Merchant Marine and we will find ourselves again in a_ position 
where we have been the means of their reaching their position and 
have at the same time left ourselves in a void. 

How does our production compare with those nations whom we are 
helping in the foreign programs 4 

Secretary Weeks. How does our progress compare with theirs? 

The CuHatrmMan. Yes. 

Secretary Weeks. Mr. Chairman, I do not have figures here with me 
to make an actual comparison ship for ship. I do know from my own 
knowledge that most of the nations that are involved in any great 
shipbuilding programs are not those nations which are presently 
drawing foreign aid. Regardless of that fact, the nations which en- 
gage in ship construction and operation I think are very busy. 
Whether or not they go ahead of us in the long run is a question I will 
not attempt to answer. 

Obviously, to keep a fleet on the high seas for the purposes specified 
in the act, involves subsidy, both operating and construction, and I 
would not say that the program that was laid down in our 1954 report 
which I assume was reasonably acceptable to the Congress would be 
varied greatly, and depended on what these other nations are doing. 

The Cuatrman., Is it a proper concern of this committee that we 
put as much effort behind this subject so as to keep our merchant 
marine abreast of the merchant marines of other countries? 

Secretary Weeks. I think it is certainly the proper concern of your 
committee, Mr. Chairman, to know what is going on in these yards 
over the world, and something of the facilities in the maritime field 
that these other nations have. But, whether or not you can keep 
fully abreast of what is being done is another question. I would my- 
self have to look at what is being done. 

The Cuatrman. The only way we can keep abreast of it is through 
the press and information from the Department of Commerce; is it 
not ? 
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Secretary Werks. Well, I shall have to ask one of my associates 
here what specific information we have about what other nations are 
doing. I donot have it on my own account. 

Mr. Rothschild. 

Mr. Rornscnitp. We have a great deal of information, Mr. Chair- 
man, much of which has been furnished to you, and we would be very 
happy to furnish anything else on request as we have in the past. 

Secretary Werks. I would ask is our information respecting foreign 
Heets reasonably up to date? 

Mr. eee p. It is reasonably current ; yes. 

The Crarman. Would it be proper to ‘ask, following that state 
ment, ahihies we are keeping abreast of the modern ships that our 
foreign competitors are building and contemplating building? 

Mr. Roruscnintp. There are many ways of measuring that, Mr. 
Chairman. It is difficult if not impossible to do it on a ship- by-ship 
basis because newer ships are larger and faster and therefore in greater 
utility than the older ships which they are replacing. That is one 
factor. 

Another factor is that there are changing demands in world trade. 
There are demands for specialized vessels today which did not exist 
a few years ago. 

On a percentage basis the record seems to indicate that we are at 
about the same level of carrying that we were prewar. I am saying 
this from memory. 

The CHarrmMan. We were not at a very high standard prewar were 
we ¢ 

Mr. Roruscuitp. We were in competition then with all the other 
maritime nations of the world and we again find ourselves in the 
same position. 

The Cuatrman. Are we declining? 

Mr. Roruscuiip. I have not seen the most recent figures, but we 
would be glad to get a statement before you if you would like one. 

The CHamrMAN. “Now, it is the responsibility of you, Mr. Secretary, 
to present this phase of our national economy and industry to the 
administration, 1s it not ? 

Secretary Weeks. Yes, sir. 

The CHarrman. We are interested in the fact that in this year’s 
appropriation there are not moneys to carry out the program further. 

Secretary Wreks. Yes, sir. 

The Carman. Just how much interest did the Department of 
Commerce demonstrate to the Bureau of the Budget for keeping 
abreast in passenger vessels? 

Secretary Weeks. Well, the interest which the Department has 
taken vis-a-vis the interest of the Bureau of the Budget, I can only 
express to you in the overall approach. May I ask are you talking 
about the 1958 budget or the budget for fiscal 1959 ¢ 

The Cuamman. We speak of it as fiscal 1957-58. It is the appro- 
priation which we have now. We have no money in there for replace- 
ment, do we? 

Secretary Werks. Well, I am not quite sure I understand your 
question. You want to know what interest we took with the Bureau 
of the Budget in fiscal 1958 ? 

The Cuarrman. In your very influential position. 

Secretary Weeks. I do not know about that, sir. 
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Are we talking about fiscal 1958 or fiscal 1959 ? 

The CHarrman. Fiscal 1958. 

Secretary Weexs. In fiscal 1958 we took a good deal of interest 
and we set up recommendations. The President sent recommenda- 
tions involving about $94 million or $95 million for construction sub- 
sidies and $190 million for operating subsidies. The operating sub- 
sidies were cut by the Congress and T assume that, if we want to pay 
our bills, the money will have to be restored in a supplemental. You 
know the history of the construction subsides. That is practically 
eliminated 100 percent, but we were interested, the President was 
interested and the Bureau of the Budget in submitting for the con- 
sideration of the Congress a continuation of the program in the de- 
gree of about $95 million of construction subsidy money. 

Does that answer your question, sir? 

The Cuamman. Of course the other members of the committee, in 
addition to myself, I know are all interested in this question. Is the 
fact that there were moneys uncommitted have great influence to 
deter any further appropriation in the 1958 budget ? 

Secretary Weeks. Do you mean insofar as ‘the C ongress was con- 
cerned ? 

The CuatrmMan. You know that the administration has great influ- 
ence over the Congress. 

Secretary Weeks. We sent up the recommendation. We wanted the 
authorization. 

The CuHarrmMan. Was it followed through with vigor and vim ? 

Secretary Weeks. I would consider that it was; yes, sir. 

The Cuarrman. Is there a change in the national defense thinking 
and policy of the present administraiton that is reflected on this 
subject ? 

Secretary Weeks. I do not think [ can answer that question. As 
I stated in my statement to you this morning, I recently, within a 
couple of months have asked that a resurvey be made of the national 
defense interest. I am certainly no authority in the defense area, but 
obviously strategic concepts are changed. We run into this in the 
stockpiling business. Changes have been made from time to time 
in the total goal of stockpiles for given materials, and I presume that 
they would be true in the maritime field. At any rate, we have asked 
as recently as within the last 2 months, that very careful study be 
given to this aspect of the maritime picture. 

The Cratrman. Mr. Secretary, you are probably one of the 7 or 8 
that form the policies, that coordinate with the national defense, with 
commerce and with the general welfare of the Nation, and I would 
imagine that this would be discussed at some point ? 

Secretary Weeks. The Secretary of Commerce is not a member of 
the National Security Council. 

The Cramman. But you are a member of the Cabinet where all 
things are eventually brought up. 

Secretary Werks. By and large, defense considerations, as you may 
know, are discussed and rev iewed carefully by the National Security 
Council and, as I say, I am not a member of that so that I do not, Mr. 
Chairman, get close to the defense picture. 

The CHarrman. What I am concerned with and would like to know 
is this: Heretofore, all through the public announcements from your 
associates in Commerce and other people, we speak of the merchant 
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marine as the fourth arm of defense, and we continue to speak of it. 

Now, isitorisitnot? Dothey consider it that ¢ 

Secretary Weeks. I cannot answer that question categorically, Mr. 
Chairman. The strategic conc epts of defense and what may be called 
for in the future are c hanging. The air picture is changing as guided 
missiles phase into the program, and I presume, although as I say I 
cannot answer it categorically, that the decisions as to what you need 
in the way of merchant marine for defense may be changing. How- 
ever, I cannot answer the question myself. 

The Cuarrman. You do not know then whether the national defense 
is satisfied with what lift they have for troops? 

Secretary Werks. I do not. I assume they are. I would ask Mr. 
Rothschild. I assume they are or else we would have heard from 
them differently than we have heard from them. 

Do you want to add to that statement ? 

Mr. Roruscuitp. The latest requirements which we have received 
in the way of all kinds of lift so far as national defense is concerned 
was established in 1954. Is that right? 

Admiral Forp. That is right. 

Mr. Roruscuitp. Except for minor modifications on an annual 
review basis, it is about the same as it was in 1954, Mr. Chairman. 

As Mr. Weeks stated in his statement, there is currently under review 
by the highest councils of Government this requirement in order to 
see if there has been any substantive change. If there has been, natu- 

rally we will know about it shortly. 

The Cuarrman. Then, if that is true, tell the committee why the 
great emphasis has been on tankers and dry-cargo ships with no seem- 
ing emphasis in a pane rare degree on passenger vessels. 

Mr. Roruscuip. I do not believe that I am equipped to give you 
an answer to that either, Mr. Chairman. 

The Cuatrman. Is that a fair question? Is that question correct ? 

Mr. Roruscuixp. I would have to ask Admiral Ford, 

Admiral Forp. I do not believe so, Mr. Bonner. As you know there 
are presently 4 new passenger ships being built, 2 for Moore-McCor- 
mack and 2 for Grace. We submitted a request for a replacement for 
the America. The American President Lines is requesting the build- 
ing of a new ship next year for the transpacific service. 

The CuarrMan. Now, let me interrupt you. What private operator 
would negotiate, just from a business st: indpoint, and make his finan- 
cial preparation, to build a passenger vessel, when there was nothing 
in the kitty to take care of the Government’s share of the cost? Would 
any private operator begin to negotiate ¢ 

Secretary Weeks. Well, Mr. Cc hairman, that is the reason that I 
have suggested the great desirability of having consistency to a pro- 
gram, whatev er the program may or may not be, because obv iously if 
the money in the kitty, as you described, is lac king, is taken out as it 
was by the Congress this year, if that kind of a situation went along, it 
would be an uncertainty and would handicap operators very obviously 
and preparing for carrying out their part of the bargain. We have 
these subsidized operators. We have arrangements with them pro- 
viding for replacement of their ships and, in fact, we have said to 
them, “We will do so and so if you will do so and so,” and we have 
an agreement, and undertaking. There are two parties to the bargain. 

Now, obviously no such bargain can be kept unless the Congress 
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appropriates the money enabling us to keep the bargain, and I think 
all concerned, the administration and the C ongress in their relation- 
ship with these operators have to know what the program is and have 
a pretty good understanding as nearly as we can that it will be a 
consistent program carried out from year to year so that these people 
can make their plans. If they cannot make their plans ahead with 
some assurance, it is not good for the program since there is a very 
long lead time in this business. 

The Cuarrman. Of course, Admiral Ford has given a memorandum 
of these new passenger ships. They are more or less replacements, 
are they not, Admiral Ford ¢ 

Admiral Forp. Yes, sir. 

The Cuatrman. I thought that. It was in a friendly atmosphere 
that we discussed this but in going back over the record, the record 
shows a continuous drive for the other type of ship rather than the 
passenger ship. No one can deny from the record that that is what 
the record shows. 

Mr. Rothschild has been up here repeatedly on tanker bills and oth- 
ers have been here on dry-cargo bills. But no one comes here on pas- 
senger bills. That raises a question as to whether or not we are 
lacking in interest, but there 1s no use to discuss it before the com- 
mittee unless there is a strong determination on your part, Mr. 
Secretary. 

Secretary Weeks. Do you mean interest in the passenger end of it? 

The Cuairman. That is right. 

Secretary Weeks. I think the facts must spe! for themselves. The 
record is here as to what we have in view in passenger ships as com- 
pared with the dry cargo. I do not have them in mind but Admiral 
Ford has them here, have you not ? 

Admiral Forp. Yes, sir. 

With regard to interest, I think there is interest, but, as you well 
know, you can build 10 tankers for what you can pay to build 1 
passenger ship. 

Now, as to new ships, and new services that have been introduced, 
Oceanic has just completed the conversion of two Mariners. 

The CHatrmMan. That is a ship that was already in existence, 
Admiral Ford. 

Admiral Forp. Not as a passenger ship. 

The CuarrmMan. You claim this Mariner fleet repeatedly as new, 
as an increase in the merchant marine, but they were already in 
existence. It is just a modification of the vessel to put it into opera- 
tion for commercial purposes. 

Admiral Forp. We have tried to encourage the United States Lines 
to replace the America. The American President Lines are going 
ahead with the building of two new combination passenger ships. I 
think that we have a sufficient interest in it. 

Secretary Werks. Mr. Chairman, that line, I might say that some 
years ago, in about 1948 when the Pullman Co. was div ided i in two, 
manufacturing and operating, the operating being owned by 57 rail- 
roads, I became a director of the operating company. 

At that time we looked very carefully at what the prospects were 
for competition with air transport, and even at that time air transport 
competition loomed up with a very severe problem for the Pullman 
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operation. It is my own opinion that the same thing is happening in 
the Maritime field. Air transport is mounting almost day by day. 1 
saw some figures the other day. I think an air transport goes across 
the ocean every 15 minutes during a 24-hour period, and obviously 
this must be having some effect on this passenger phase. 

If you need passenger bottoms for defense purposes, it may be neces- 
sary, in view of this air competition that occurs in peacetime, to do 
something special in that field. I do not know, but that is just a 
general idea on it. 

The CuatrMan. It may be taken, then, that the philosophy is that 
the luxury liner is growing obsolete ? 

Secretary Werks. I would guess that the trend is down. 

The CuarrMan. Why would Great Britain be building a new luxury 
liner then ? 

Secretary Wreks. I cannot answer that question. As a matter of 
fact, I did not know they were. 

The CuatrMan. France and Italy and the Scandinavian countries 
are building. Are we going to retire from that field ? 

Secretary Weeks. I do not think we are going to retire from that 
field by any means. 

The Cuairman. Admiral Ford brought up the subject of the build- 
ing of the sister ship of the United States, and you mentioned the sup- 
plement: al appropriation. May we ask if the Depariment of Com- 
merce is going to drive vigorously to get funds in that appropriation 
which would be available to private industry if it would build another 
United States? 

Secretary Werks. Well, we had the funds for the replacement of the 
America in the budget this year which the President sent to Congress. 

Now, as to what will h: appen in another year in recommendations, 
we have not crossed that bridge yet. I cannot say just what actually 
we will recommend to the Congress. 

The CuHairman. Mr. Secretary, are you versed sulticiently yourself 
to determine whether or not the trade-out of our ships is a detriment 
to the private operation of meena es ships ¢ 

Secretary Weeks. Well, I am versed in a general way, enough to 
have that opinion on it, sir. 

The Cuatrman. I mean it would be enhancing the competition so 
greatly that it will deter the operation of private American-flag ships. 

Secretary Weeks. In the trade-out-and-build part of our program, 
first of all we do not believe in building up competition by a trade-out- 
and-build program or by a sale of ships from the reserve fleet to 
foreign flag ownership. 

For example, there are, I think, about 10 specific bills providing for 
sale. As I have just described, we are opposed to special bills of that 
nature. We do think that a blanket policy should be laid down of a 
line for the sale, but we are specific in our opinion that there should 
not be any competition buildup by the sale of such ships. 

In this trade-out-and-build program, we require for the ships that 
are traded out in the equivalent amount of tonnage to replace those 
ships to be built in American yards and to sail under the American 
flag. Wethink that is a good program. 

I think it is a good program because the ships that go out are obso- 
lete. They probably would be laid up in reserve or scrapped if they 
were not traded out and, as a result, we get new tonnage for the Amer- 
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ican-flag fleet. We put some business into the yards. We help to 
maintain this personnel reserve and all the shoreside operations are 
benefited accordingly, so that we think it is a good program. But we 
do not want to build up competition and we do not think that we are 
doing so. 

The Cuamman. Mr. Tollefson. 

Mr. Totierson. Mr. Secretary, you made reference at the outset to 
the 1936 act, and you said that the 1936 policy has remained unchanged. 
Just to keep the record clear, do I understand you to mean by that 
statement that the Department of Commerce still subscribes to the 
polic, y as set forth in the 1936 act ? 

Secretary Weeks. Yes, sir; assuming, of course, that the defense in- 
terest is what it historically has been, and that is why I asked higher 
policy authority in this field to restudy the question and tell us just 
what they mean. 

My underst: anding of the policy set down in the 1936 act is that we 
wanted a merchant marine for defense and we wanted a merchant ma- 
rine for the commercial activities of the Nation so that, if the defense 
interest should wane or drop in degree, we still have the policy set 
down in subsection (a) of the act which says that we should have a 
merchant marine for the commercial interests of the United States. 

Mr. Torierson. To goa step further, you say that the policy and the 
problems of the merchant marine are now under study by the highest 
councils of the Government at your request ? 

Secretary Werks. Yes, sir. 

Mr. Totterson. Suppose they should determine that, from the de- 
fense aspect, the policy set forth in the statute is antiquated, would 
the administration or your Department then recommend a change in 
the statute, or would they just not carry out the policy as set forth in 
the 1936 act 4 

Secretary Weeks. I think you would really have to cross that bridge 
when you came to it. 

I think it would depend possibly in degree on the attitude of Defense, 
but if Defense has no interest, I still conceive that we have an interest 
under the statute and would continue to have an interest in the com- 
mercial area. 

Now, a particular ship, for example the United States, when it was 
built, had substantial changes or additions or whatever you might call 
it plac ‘ed in the construction of the ship on account of the Defense 
Department. If Defense had no interest, you still presumably would 
have built the ships, but not with those characteristics added to them, 

so that I certainly think that first we have to see what a reevaluation by 
Defense would bring forth, and then reassess the whole program. 

I still think we have a reason under the statute for the merchant 
marine. 

Mr. Totterson. Secretary Gates was before our committee a short 
time ago and he spoke about the 1936 act and made this statement: 

The need for the development and maintenance of an adequate merchant ma- 
rine was envisioned and expressed by a farsighted Congress 21 years ago— 
speaking of the 1936 act. 

He then said: 


This need from our point of view is even more vital today. 
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My impression from Mr. Gates’ statement was that the Defense 
Department considered the American merchant marine as essential 
to the defense as of the date on which he spoke. 

Secretary Werks. If that is the statement, it must be so, sir. 

Mr. Totierson. Now then, you can understand some of the ques- 
tions that might come to the minds of the committee with respect to 
this merchant marine policy when you say that the matter is now 
under study by the highest councils in Government, and I assume 
that you have reference to the National Security Council. 

Secretary Werks. Yes, sir. 

Mr. Totierson. Then, going one step further, I would hope that 
the National Security Council or whoever it is that discussed the 
policy would certainly let Congress know what its thinking was when 
they arrived at some decision. We of the Congress are a little jealous 
of our prerogatives. Congress fixed a policy in 1936. Many members 
of this committee feel that, if the policy is to be changed, it ought 
to be changed by Congress but, of course, acting upon information 
and recommendations from the Defense Department and the admin- 
\stration. 

Secretary Werks. May I say that obviously the policy must be set 
by Congress. Everything we do in the executive branch stems from 
the authority and funds ‘that the Congress provides. In this case 
it is definitely my intention when this study has been made and 
when we have considered this problem with Budget and so on, to 
talk with the committee as soon as can be done, to discuss the whole 
program with this committee. I can assure you, that if I had not 
been called here at this time, it was my hope to be with the committee 
or with the chairman and a few members of the committee to talk 
this thing out a little sometime early in the fall, or when it could be 
arré anged as soon as we run out our string on the investigations we 
are making. 

Mr. Totterson. I am very pleased to learn that the policy and prob- 
lems of the merchant marine are being actively studied, as of now, 
by the National Security Council because there has been this question 
in the minds of many Members of Congress with respect to the pres- 
ent thinking by your Department and by the administration and by 
the Defense Department with respect to our merchant marine policy. 

This question came to us: are we just abandoning it without giving 
it reconsideration, and apparently that is not the case; you state it is 
being studied and I for one am very pleased to hear that. 

I am pleased to hear you say also that you believe that there should 
be a consistency in the handling of the ship replacement program. 

I assume that what you mean by that is that, instead of having a 
peaks and valleys type of ship-replacement program, you prefer or 
would like to see a leveling off and steady ship-replacement program 
year in and year out. 

Secretary Werxs. We have a chart here, if you want. to take the 
time, that shows the peak up of the block obsolescence between 1962 
and 1966, and we have a program that goes a solid line that shows 
a projected program of replacement running through 1970 or 1971 
when some of us will not probably be interested in it but the country 
will be interested. 

I am very, very strong in my feelings that we should try to re- 
solve in the joint mind of the Congress and the administration what 
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kind of a program we are going to stand back of, and try to keep 
up with and make it consistent. 

I would like to add that when we talked this over with the Budget 
late in May, I initiated the discussion myself because I wanted ‘all 
concerned to understand thoroughly in the executive branch of the 
Government what all the implications are in this business, and the 
thing that appeals to me most is that we — built up a good relation- 
ship \ with the subsidized operators and we have in effect made an agree- 
ment which I think we ought to try to keep as to replacement. 

Mr. Totierson. Included in that arrangement was an agreement 
on the part of the operators, as I understand from your statement, 
that they were willing to replace some of their vessels even ahead of 
schedule in order that the replacement progr am might be leveled off 
und not all be concentrated between 1962 and 1966. 

Secretary Weeks. That is correct, sir. If you would not mind 
looking at this chart, you will see that the block obsolescence period 
is the dotted line going way up, and the solid line says “Planned” and 
is the basis on which we would hope to replace the fleet by 1974. 

Mr, Totuerson. May I have another question before I yield to the 
chairman ? 

This is your projected replacement program as of the present time 
which you say you hope to effectuate 4 

Secretary Weexs. Yes. May I put it this way: if it is Congress 
and so on, did not want to carry on this program, you might, if you 
wanted to cut it down some, cut it down by shrinking the size ‘of that 
picture, so to speak, so that you would still have a consistent pro- 
gram. Maybe it might not be necessary to replace in 20 years and 
you might conclude that 25 years was an ‘adequate repl: cement period, 
- which case you would cut down the program by about 25 percent 
but the picture would still look the same. That is the thing that I 
think is important. Whatever it is, let us have it consistent. 

The Cuamman. In the Senate hearings on June 30, 1958, in the 
Department of Commerce and related agencies appropriations for 
1958, you sent down a strong statement and stated that— 
the reduction by the House Committee of $91 million-plus will defer the con- 
struction of the superliner to serve the United States to Europe. 

Then you went forward and enumerated the various things that it 
would do, and in that further stated: 

This reduction will deter the Maritime Administration and shipbuilding indus- 
try in their negotiations to keep the ship replacement program on an orderly 
scheduled basis. 

We have seen this chart. Mr. Morse brought that down. You sent 
down this strong statement. You went ahead and enumerated the 
various things that would be affected by this money. 

Then on page 10 of the same hearings: 

Secretary WEEKS As I come to each Bureau I will make some comments to 
that point. Just right now, for example, one of the substantial items that has 
been cut has been the maritime ship-construction field. There is a case of a 
program which the House has seen fit to lay on the table for this year. Now, 
the fact of whether or not they carry on with the program this year does not 


affect the operation of the Department as such, but simply affects that program. 
I am not appealing that item. 


Now, this was one of the things that gives this committee great 
concern, as well as some other things in testimony by other witnesses 
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which caused this committee to wonder just then who was going to 
appeal at the higher echelon for this Maritime program if you were 
not going to appeal. Would you explain just why you did not appeal 
that ? 

Secretary Weeks. Yes, sir. I will. 

In the first place, we submitted the same budget, the Presidents 
budget involving the Maritime Administration. 

The Cuairman. This is along the line of the course Mr. Tollefson 
was taking. 

Secretary Werks. The same budget went to the House and to the 
Senate. Therefore the Senate had before it a request for $95 million- 
odd for ship construction. 

The House had had that request and had appropriated $3 million, 
and they cut it practically 100 percent. The Senate had the same 
request. I instructed the Under Secretary for Transportation, Mr. 
Rothschild and the Maritime Administration to go before the Senate 
and make their cases as strongly as they could on the basis of the 
request that we have made of the Senate which was about $95 million. 

Now, you asked me why I did not appeal. This process of appeal- 
ing one item or another is a process that I have not ever been quite able 
to rationalize in my mind. Obviously we wanted all the money that 
was necessary and in the Department of Commerce Budget, but there 
is this process of appealing and there were two items in the overall 
Commerce budget that I felt very, very strongly about. 

One was the wiping out of 100 percent of one operation wihch I 
thought was very serious. It was a small operation involving $3,300,- 
000 roughly. 

The other was a substantial cut in navigation equipment and facili- 
ties for operating the equipment for the Civil Aeronautics Adminis- 
tration which I felt very strongly involved a matter of safety in air 
travel and I wanted to be sure that that item was ee it least 
in part if not in whole. So we went th rough the mechanical proce 
of appealing just those two items. I think ¢ here was one aioe minor 
item that did not amount to anything. I can’t remember what it was, 
but I told our people to go and make their case on the figure of $95 
million that was submitted to the Senate as it was the House. 

I would just like to throw that in to show that my fatiure to appeal 
had utterly no significance with respect to my attitude toward this 
Maritime program or what you ought to do. 

The Cuairman. If you told your assistant to make a strong case 
for that item and then you came in and said you are not going to ap 
peal it, why, your assistants were wasting time because you are the 
one to whom the Senate and Congress are going to listen more than 
to anyone else. 

Secretary Weeks. I could not assume that. The Senate gets the 
budget. They must, I think, act with judgment on the evidence that 
is presented tothem. Anyway, that is my reason. 

The CuarrmMan. I want to read further on this page: 

Senator HoLtianp. Well, let us say that is substantially correct, but we are 
always interested in the opinion of the affected agency as to the seriousness 
of the action taken by the other body, and the lack of appeal would indicate 
at least to me as one Senator alone, the thing that the other cuts except in the 
six items you want to mention, will not be so harmful as to require you to make 
an appeal. I wanted to state that very clearly at this time. 
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Secretary Weexs. That is correct. 

Secretary Weeks. That is correct. 

Senator HoLtLANp. That would be my opinion and I believe that would be the 
uttitude of some of the other members of the committee. 
He is speaking of the cut in the maritime affairs. 

In other words, we are not going to appeal for you. 

Secretary WEEKS. Well, I think you have taken a correct deduction, Senator, 


but at the same time I assume you want the Bureau heads to talk about their 
budget as they come up in the first instance. 


Senator HoLLanp. That is conceivable. Right now we are trying to get the 
opinion of the hear of the Department and I want to make it very clear that 
if the head of the Department does not appeal in the other instances then in 
the six, many of us, including this chairman of the subcommittee, will conclude 
that the cuts in all those other instances are acceptable, at least can be lived 
under and do not require any complaint or appeal by the head of the Depart- 
ment. 

Therefore, this subcommittee just said “They do not seem to want 
this.” 

Secretary Werks. We did have some indications from the House 
subcommittee that if the item were restored it would not stand up 
in conference. 

The Cuarrman. We will go off the record. 

( Diseussion off the record. ) 

Secretary Werks. I had some idea that we might be indicating 
some evidence of cooperation with the House by not, so to speak, going 
against them on the whole item of the cuts than institute it, and so, 
as I say, I can give you no other answer than that I took the two 
that I was interested in. 

The Cuatrman. I want these other members to have a chance to 
question. I just want to say on my part that your testimony which 
you have given here inc ‘lines me to say that there is no use for this 

committee to sit here day by day hearing Maritime Affairs when we 
hi ave this attitude on the record. 

Mr. Tortierson. I have just one more question. It may be pre- 
mature. We have been talking about the 1958 budget. Now, we 
have the 1959 budget coming up sometimes. Is it a fair question, if 
it is not premature, to ask whether or not you may be guided in your 
budget request for ship construction by what the National Security 
Council finally decides to do with respect to the overall policy? 

Secretary Werks. I can only answer that question, Mr. Tollefson, 
by saying that we have reac hed no final conclusions on what we are 
going to put in on the construction subsidies. A reason for that is 
that, in this meeting that I told you about, I wanted to have all con- 
cerned, the Bureau of the Budget and so on, understand thoroughly 
all the implications of this situation. 

We are given from time to time targets to shoot at. If the targets 
are not what we think they ought to be, are not adequate, we talk 
about the overall target, the goals, and then we may have to fit pieces 
into the mosaic as the President has to fit the whole operation of the 
Government into the mosaic, and overall budget. 

However, I will tell you that I cannot answer your question cate- 
gorically but can tell you that the decisions that the executive branch 
of the Government will take, whatever they may be, will be based on 

a thorough understanding of the implications of the situation, and 
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I intend to press as hard as I know how for a consistent program and 
a consistent approach. 

Mr. Totiterson. Thank you, Mr. Secretary. 

That is all, Mr. Chairman. 

The Crarrman. Mr. Robeson. 

Mr. Roseson. Mr. Secretary, I appreciate your being here. I 
enjoy seeing you personally as well as participating in a meeting with 
you, as you | know. 

Secretary Weeks. Thank you, sir. 

Mr. Rosrson. I noted with interest that on the first page in spite of 
your testimony that you quoted the Merchant Marine Act of 1936 and 
the first part of the quote said : 

* * * The United States shall have a merchant marine * * * 

Now, I recall in the 84th Congress the representative of the State De- 
partment stating right here in connection with the 50-50 provision of 
the law as to carrying cargo that our merchant marine was not an 
important segment of our economy, that it was the basis of the econ- 
omy of a lot of our allies and, therefore, he said in effect that we were 
interested in building up their commerce and their economy. 

He was speaking ‘against continuing the 50-50 provision. Then 
the Department of Agri iculture representatives spoke against the pro- 
vision. 

Now, the fact of the matter was that it was kept in, but it was kept 
in because certain representations were made by voting segments of 
organized people and the majority of Congress voted to keep it in. 
It seems to me that this provision to have a merchant marine was 
recited rather like the congregation recites the Apostles Creed. 

But, if you ask anybody what they mean, it is rather vague. 

Therefore, I really do not know what we intend to do about the mer- 
chant marine. 

Secretary Weeks. This chart which I showed you shows what we 
intend to do as far as the Department and the Maritime Administra- 
tion are concerned. 

Mr. Rosrson. That is a desirable objective but then, when we come 
to implementing it by specific implementation, we always run into 
trouble here. I think our problem is that we need to know what the 
administration and what the Department of Commerce and Defense 
Department are willing to support. 

Secretary Weeks. Mr. Congressman, I think in all fairness you 
cannot lay that all at our door. We put in for $95 million for ship 
construction this year, and we did not get it, and I do not think it 
was the fault of the administration. TI am not blaming anybody, but 
I do not think that you are justified in saying that you do not know 
what the program is when we made every effort to keep it going on 
some kind of a basis. 

Mr. Roseson. To illustrate this point, all over the country, every- 
body understands about nuclear weapons and about the air arm and 
about guided missiles and all that, but I find no particular concern 
among the people as to what is happening to the merchant marine. 
You have to almost catch somebody by the arm and hold them to 
talk about the serious plight of the merchant marine. It seems to 
me that your Department could be of a lot of help in having the 
executive department and all throughout the economy of the country 
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appreciate the fact that we need to actually have a merchant marine. 
Whether it costs money or does not cost money at it is essential, let us 
save it. I do not believe we do that. 

This committee, I think, can arrange to implement legislation. We 
do not appropriate the money. And cert: iinly they have to be brought 
to a realization through some means. 

Secretary Weeks. We surely need the help of this committee and 
heya it and want it, and I am sure that if it is possible to do it, 

are going to be talking with you, or with the chairman and some 
iot esentatives of the committee before too many weeks go by. 

Mr. Rosrson. Then we can look forward to having a more definite 
plan and maybe some strategy toward accomplishing it on which the 
executive department and the agencies along with the legislative 
department can work together on a program. 

Secretary Weeks. I want the executive and all branches of the 
Government to understand this picture and come to conelusions as 
far as those in Government are concerned as to what we want to do. 
I think that is very re unt. 

Mr. Roseson. I will be glad to have that happen. 

The Cramman. Mr. Allen. 

Mr. Auten. Mr. Secretary, as I said to Secretary Gates and about 
this point, I do not think I can add very much to the discussion. I do 
think that over the years I have come to consider that the real meas- 
ure of interest on the part of the administration as a whole in any 
program, is pretty well measured by the ultimate distribution of the 
total amount of money that we get from year to year. And that it 
has been a matter of some concern to me to hear so many statements 
concerning the necessity of merchant ships as a part of the defense 
need and then compare those statements with the percentage of the 
funds which ultimately get into the promotion of a good merchant 
marine. 

Secretary Gates said to us that ships are just as much needed as 
they ever were, or that there is even a greater need, but when it came 
to putting up some money from the standpoint of defense, the need 
was so great in other parts of the Department that it would end up 
with no money to support any phase of the merchant marine. It 
added up to good intentions but no money and no ships. 

I am a little bit afraid that that is getting to be the situation pretty 
generally. I am puzzled, for ex: ample, as to why the Maritime 
administration would ask for the money a year or so ago that pro- 
vided a fund with which to subsidize construction. 

It would seem to me that at the time the money was requested there 
must have ae a reasonable intention to spend it during the following 
fiscal year. Then during the year there were sufficient delays which 
do not seem to me to be ‘things that were unforeseeable. Therefore, 
something must be lacking or the $95 million would now have been 
on hand. 

[ just do not understand why the delays occurred under the circum- 
stances. And it would seem to me that the greatest influence, from 
the conversation I heard, and in not getting any money this year 
was the fact that the money had not been spent by the administration 
last year. I am very much concerned as to whether that sort of 
situation will develop again and the same sort of a bar be thrown up 
on further appropriations. 
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Secretary Werks. I would like both Mr. Rothschild and Admiral 
Ford to speak on that, if they would, as to why there were these 
delays to which you referred. 

Mr. Roruscuinp. Mr. Allen, there always have been substantial 
amounts of money carried over from year to year in the construction 
fund part of the Maritime budget. This is due to the fact that it 
takes a considerable length of time. You cannot, as the chairman 
pointed out get anybody very seriously interested in building ships 
until they know the money is going to be available. 

Once it is available, there are many, many details to be worked out 
including the necessity for most of the operators to get their own 
financing that add up to a degree on the details on the kind of ships 
and soon. This carryover was never questioned by previous Appro- 
priations Committees but in this particular session it was, as you 
indicate, a matter of great concern to them and it became probably 
a convenient way of cutting out the money because they recognized 
that the continuity of the program would not be seriously interierred 
with at that time by cutting off all shipbuilding funds. It would 
interfere with the forward planning part of the program, but ap- 
parently they felt that that could be caught up at a later date, and 
i think all of us got the feeling that it was only a 1-year situation 
and that beginning with the 1959 program whatever requests were 
made for construction funds would be received in an entirely different 
atmosphere than they were in the 1958 appropriations bill hearings. 

Mr. Auten. I think I could understand that as being true with a 
couple of exceptions. It would seem to me that if they would just 
cut out the appropriations for a year because you had the appropria- 
tions for the past year still available, that we are going to come up 
against this same situation every second year. 

If next year you come up with a request for the money that you need 
to start the program and it takes a few years before you can obligate 
it, then the year following you are going to come up with all this 
money on hand and, unless congressional policy changes, we are going 
to be met with another year in which you can make no starts. Would 
that follow ? 

Mr. Roruscuitp. Except that we have altered Maritime procedures 
to more closely meet congressional policy, Mr. Allen. 

Mr. Auten. That is what I was hoping to hear. 

Mr. Roruscuip. We have now indicated to the people who have 
shipbuilding plans that there is a requirement for fast action, and 
we also have the firm feeling right now that we will obligate every 
venny of the money we carried over in this fiscal year. There will 

e none left. ; 

Mr. ALLEN. Would you venture an opinion as to whether the delays 
have been on the part of the industry or on the part of the 
administration ? ‘ 

Mr. Roruscuixp. I would think there is blame on both sides, sir. 

Mr, Auten. At least half of it is pretty well underway to be 
corrected ? ‘ ; 

Mr. Roruscup. We have a big black whip out and I think it has 
been effective. 

Admiral Forp. Mr. Allen, when these funds were initially requested 
approximately 2 years ago, we were in the process of negotiating new 
operating contracts, and ship replacement contracts with practically 
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all of the operators. Only 1 or 2 had been signed. We have now 
signed 11. 

We were also in the process of coming up with the new bigger and 
faster ships for the replacement program. There was . delay in 
getting those designs completed, checked through the Navy, and 
agreement as to what ships should be built. Those problems have 
now been overcome. We did not anticipate when we requested the 
funds that it would take us as long as it did, either to negotiate the 
contracts or to get approval for the ships. And now they are ap- 
proved, the contracts are being let which will use the funds now at 
hand by the first of the year. 

Mr. Auten. Did that condition change between the time when the 
House committee had testimony and the time of the conference report ? 
Was the money connnitted during that period ¢ 

Admiral Forp. It depends on what you mean by committed. We 
knew where the money would be spent, which operators were going 
to build, but the actual construction contracts had not been signed 
and this was one of the points that the chairman of the Subcommittee 
on Appropriations made, that we did not have a construction contract 
signed. 

Now, this is the chicken and the egg problem. We are to have the 
money before we can commit it to signing construction contracts, and 
this will continue to be the situation. If an operator is going to come 
up with two-thirds of the funds, he has to know that the other third is 
available to him. 

The Ciramman. Did you answer Mr. Allen’s question? In the 
period between the House determination and the hearings in the 
Senate, had the money been earmarked ? 

Admiral Forp. The money, as I remember—— 

The Cuamman, Just answer yes or no. 

Admiral Forp. I cannot, sir. As I remember, the money was ear- 
marked when we were before the House, and we told them where the 
money would be spent. ‘This situation did not change between the 
hearings and it has not changed since because the contracts are just 
being let which will firmly commit to those funds. 

Mr. Atuen. I have one other question, if I may. You have in- 
dicated that this whole subject is under a review by higher levels of 
policymaking. Would that indicate that this committee might prop- 
erly have another hearing such as this in January to find out what the 
policies are ¢ 

Secretary Weeks. I should hope that long before January we have 
a meeting with the committee or the subcommittee, or what not. 

Mr. Auten. Thank you, Mr. Chairman. 

The Carman. Mr. Miller. 

Mr. Murr. Mr. Secretary, I am a little confused. It seems to me 
that the merchant marine is floating around like a nebulous body now. 
We do not have it very well tied down. 

When Mr. Gates was before this committee he made a very fine 
statement as to the necessity for a merchant marine. In answer to 
questions asked him he told us that their opinion and their attitude 
had not changed. Then I asked him, in view of the fact that money 
was scarce, if he would be willing and if the Department of Defense 
would be willing to allocate some of its money to the merchant marine 
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in order to keep it up. He said that he could not speak for the 
Department of Defense. 

Then we had a little colloquy in which I pointed out that he was sent 
here as the official representative of the Department of Defense and 
then he did come up and said finally, “Speaking for the Department of 
Defense in that light, I would say the answer to your question is 
‘No.’ I would say ‘it is not of sufficient importance compared to what 
the Navy must do with its own combat ships.” 

Now you say that there are some bridges that we are going to have 
to cross but we are not going to cross them until we get to them. Is 
that correct? In the light of this, we are going to let this drag until 
we have block obsolescence of our merchant fleet before we do any- 
thing about it ? 

Secretary Werks. No; I do not intend to let it drag. That is the 
reason I started conversations 2 months ago with the Bureau of the 
Budget and others concerned in the executive branch to assure that we 
were all understanding all the facts. 

Mr. Mitter. Is this just a new development, as has it only come 
about 2 months ago? This committee has been cognizant of this for 
about that length of time. 

Secretary Weeks. No; it isnot brand new 2monthsago. Obviously 
they have been talking about it in our own department and the Mari- 
time Administration and the Bureau of the Judget all of the time, 
but I ae in the light of this appropriation having been eliminated 
this year and in the light of our plans for the future, that we had 
better cas everybody on the line, so to speak. 

Mr. Miter. I would like to get this straightened out. Perhaps I 
misunderstood you and I want to be sure in my own mind. Did I 
understand you to say that there was a question of maint: ining certain 
navigational aids for air navigation and certain other items in the 
budget, so that, when the final analysis came, in order to get those who 
are ‘willing to consent to the elimination of this $95 million? 

Secretary Werks. I would not put it that way. 

Mr. Miuier. That is what I understood. ‘That is putting it rather 
bluntly and that it what I understood. 1 would like you to correct 
me if lam wrong in _ conclusion. 

Secretary Werks. I did not consent to the elimination of it and I 
told our people to go ahead and make a sale to the Senate committee 
but, as far as the relative importance, I can get into this civil aero- 
nautics, if you want me to. 

There we have a serious situation in safety of travel. Practically 
everybody flies and with the jets coming on us so fast and traffic 
increasing beyond degree, we have a serious problem. I will say that 
I am sure, that if we had had the equipment that we are now trying 
to get, that the Grand Canyon accident would not have happened. 
It would not have hi ippened if we had had a long-range radar as we 
proposed blanketing this country. In that case an ace ‘ident like that 
probably would not have happened. Where safety is involved, ob- 
viously I am going to give that the preference. 

Mr. Mitier. Of course, Mr. Weeks, I fly a great deal and I appre- 
ciate the necessity for safety in the air. I want to compliment you 
on the work that you are doing to assure us that we are going to be 
safe. We have had some accidents at seas that are not as spec tacular. 
Whenever we have an air accident it shows up. We can lose 30 men 
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at sea and nobody pays much attention to it. It is the usual hazard 
of the sea 

I then take it again that this was a question of first things first ? 

Secretary Werks. As far as the appeal is concerned; yes, sir. 

Mr. Mittrr. You say as far as the appeal is concerned. What do 
you mean by the appes ~al 2 

Secretary Werks. The chairman asked me why I did not appeal the 
action of the House to the Senate, and I answered his question as 
best I could, but I added that that had utterly no connection with my 
interest in this program which I can assure you is just as great as 
that of the committee. 

Mr. Miter. I appreciate that you have a great interest in this 
program but I still seem to harbor the idea that there are other things 
that you consider more important than this program in the many 
duties that fall upon your shoulders and that therefore this becomes 
a sort of a poor relation in the Department of Commerce; is that 
correct ¢ 

Secretary Werks. I cannot answer that question any better than I 
have. I donot consider it by any means a poor relation. 

Mr. Mirter. Because it is interesting, I will go on with my colloquy 
with the Secretary of the Navy where I again posed this question of 
money and the necessity for money for keeping up a merchant marine, 
and his answer to my further question was: 

Secretary Gates. Mr. Miller, this problem has a member of the Cabinet 
representing it. This orphan that you are worrying about has its own Cabinet 
officer, and he has his own ability to support programs and budgets— 
so that the Navy and the Department of Defense, because he was 
speaking for the Department of Defense, is willing to shift this respon- 
sibility to you. To me it seems to come into a secondary position in 
the Department of Commerce. What are we going to do to assure an 
adequate merchant marine? I am concerned with this phase of it. 
Are you talking to some of my colleagues? I think maybe we ought 
to rewrite the polie y set forth in the 1936 act, and strike out everything 
concerning the defense in it. Do you think that we can make a case 
for the merchant marines based on maintaining the commerce of the 
United States? 

Secretary Weeks. Yes, sir. 

Mr. Mixxer. Do you think it would be a healthy thing if, instead of 
leaning on this crutch of defense for money, we went out and tried 
to sell the American people on the necessity of a merchant marine in 
order to assure ourselves of a free flow of commerce that is of impor- 
tance to his country ? 

Secretary Weeks. Well, obviously, you would make a better case 
with defense attached to it, but TI still think you can make a case. 

Mr. Miter. Do you think as a businessman, and a very successful 
one, that the foreign commerce of the U nited States is essential to 
maintain a sound economy in this basis? 

Secretary Weeks. Yes, sir. 

Mr. Dorn. Will the gentleman yield? 

Mr. Mittrr. Yes. 

Mr. Dorn. I wondered if the counsel could tell me whether the 
chairman or any member of this committee moved to restore this $95 
million in the House? 

Mr. Drewry. No, I do not think so. 
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The CuarrMan. I went to two members of the Appropriations Com- 
mittee and I have the record now, from my recollection of just what I 
was told. 

Mr. Dorn. I wanted to find out whether any member of this com- 
mittee moved in the House of Representatives to restore this $95 mil- 
lion cut? 

Mr. Miniter. You asked me to yield and I assume that I have the 
floor. 

I would like to say to the gentleman that I did not do it and I do not 
think that he did so either. 

Mr. Dorn. I did not and I do not think that any member of the 
committee did, 

Mr. Mittrr. I do not think that it was the function of this com- 
mittee to make that fight. We are now going to have a harder time in 
getting money restored in the future. The representatives of the 
administration may not agree with me, but I do not think it is going 
to be any easier for them, for the committee or for the people who are 
interested in the merchant marine to get the show back on the road in 
the future as a result of what has transpired this year. 

I surrender the floor. 

The CHarrman. Let me interrupt the gentleman. The Secretary 
has to speak before the Press Club. Of course, we want to cooperate 
with him. 

You may be excused, Mr. Secretary, with this note: That you said 
that if it were deemed necessary you ld return some other time. 

Secretary Werks. I have another 15 minutes. 

The CHamman. Mr. Sheehan. 

Mr. SuHeenan. Mr. Weeks, first of all I think you and your associ- 
ates should be complimented on your action in not doing what a lot 
of other Government departments have done. When they have had 
a lot of extra money they have had it committed so that the Congress 
could not get hold of it. You should be commended, but you are 
now suffering for it because the Congress has now taken it away from 
you. 
~ One of the bad parts about holding money is that the Congress seems 
to take it away. You should get not a backhanded compliment but 
a -ompliment for handling it in | that w: Ly. 

Coming from the city of Chicago I can view both the Atlantic and 
Pacific Oceans with a bit of detachment. In the 7 years that I have 
been on the Merchant Marine and Fisheries Committee, one of the 
bases that I have used in my own judgment for defending the merchant 
marine has been the fact that at all times it has been stressed that the 
merchant marine serves two purposes: No. 1, for defense, and No. 2, 
for trade and commerce. 

There is now a suspicion in my mind that the defense needs of the 
merchant marine are not what they were or not as important as they 
were in a period from 1936 to 1945. Would you care to comment on 
that? Would you give an opinion unoffici: ally ? 

Secretary Werks. I cannot answer that. My guess is that in 10 
or 20 years obviously the requirements have changed. The whole 
defense nicture I think has changed but I would not attempt to answer 
that. The Defense Department has to answer that question. 
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Mr. Sureuan. Yet you state in your statement on page 6, and I 
will quote it: 

I have recently requested the highest councils of the Guvernment to review 
this subject in the light of current strategic concepts. 

Secretary Weeks. Yes, sir. 

Mr. SuernHan. In other words, there is an idea in the back of your 
mind that the new concepts of atomic war, guided missiles, must be 
having quite an effect on the merchant marine as a defense weapon. 

Secretary Weeks. Well, I just wonder continually as these changes 
take place whether or not they have an effect, just as in the stock- 
piling business, as I said, we continually are reviewing the stockpile 
goals, and in the field of air transport, that would be equally true. 

Mr. Sueenan. Then shall I put the question to you this way: If 
you could divorce yourself from your ‘duties as an official of the 
Government and I asked you for an opinion based upon your read- 
ings and your knowledge of the recent developments in atomic war- 
fare and everything that goes with it, what would be your answer to 
this question? Even Secretary Gates, when I put a question to him 
when he was here, left the impression with me that, if such a thing 
as all-out atomic warfare happens, there would probably be no massing 
of convoys as we knew them in World War II. 

Based upon your readings and your knowledge of what is hi appen- 
ing in guided missiles, will the convoys and the ships take as impor- 
tant a part now as they did in World War IT? 

Secretary Werks. May I answer that off the record because I am 
very loath to get into his defense picture. 

The Cuamman. Off the record. 

(Discussion off the record.) 

Mr. SuHeenan. I will not ask you to draw a conclusion, but I will 
draw the conclusion that the need for a great many ships for con- 
veying men and material is not what it used to be up to 1945. 

T yield to the gentleman. 

Mr. Miruer. I notice that you are a World War I veteran. I, too, 
am one as is the chairman and 2 or 3 other members of the committee. 

[ remember at the outbreak of that war in 1914 an English econ- 
omist writing in a British paper said that the war could not last for 
6 months because the nations of Europe then engaged in it would 
collapse. 

Secretary Werks. There are a few of us alive who can remember 
back that far. That was Norman Angel in the book entitled “The 
Great Illusion.” 

Mr. Mitier. Therefore, Mr. Secretary, when we talk about the next 
war, I think back on that statement that World War I could not last 
for 6 months because the nations would be bankrupt and would 
collapse. We got into the war in 1917 and it lasted to November 11, 
1918. 

The Cuatrman. Mr. Van Pelt. 

Mr. Van Perr. I have no questions. 

The Cuamman. Did you want to discuss that point further? 

Mr. Miter. No, I have just made the observation. 

I think the Secretary understands my meaning. 

Mr. Totierson. Mr. Chairman, would it be possible for the Mari- 
time Administration to insert in the record of these hearings at that 
point where we were discussing a particular subject on the amount 
of foreign passenger ship construction since January 1956? 
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The CuarrmMan. Will you see that that is done, Mr. Rothschild? 

Mr. Roruscuinp. Yes, sir. 

(See table, Foreign construction, etc., on p. 729.) 

The Cuarrman. Mr. Tollefson. 

Mr. Totierson. Another item which I would like to see inserted 
in the record is the percentage of American cargoes carried by United 
States-flag ships. 

Secretary Werks. Do you mean for private account ? 

Mr. Tot.erson. No, that includes 480 cargo and relief cargo. 

Admiral Forp. For what period ? 

Mr. Totterson. As of right now or as of a date close to now. 

(See table, Transatlantic and transpacific traffic by sea, etc., on 
p. 730.) 

The Cuamman. Mr. Allen? 

Mr. Auten. Could we also have a breakdown on the carriage of 
tariff cargoes, berth cargoes, and possibly passenger carrying, and 
have it by oceans ? 

(See table, Total United States oceanborne foreign trade, etc., on 
p. 730.) 

The Cuaimrman. Are there any further questions? 

Mr. Secretary, we thank you very much. 

Secretary Weeks. Thank you, sir. 

The Cuarrman. You have been a very fair witness. 

Secretary Weeks. Thank you, sir. 

The Cuarrman. You have been very kind to us and we appreciate 
your being here with us. I think we probably have a better light on 
this situation than we have had heretofore. 

However, just between you and me, in the next round I want you 
to be more vigorous. 

Svcretary Weeks. I will be. 

Tne CHarrmMan. The committee will be in recess, subject to the 
call of the Chair. 

(Whereupon, at 12 noon, the subcommittee recessed, subject to the 
call of the Chair.) 


STATEMENT OF Hoyt S. Happock, Executive SECRETARY OF AFL-CIO MARITIME 
COM MITTEE 


I. INTRODUCTION 


I am executive secretary of the AFL-CIO maritime committee, which con- 
sists of the National Maritime Union of America, American Radio Association, 
Industrial Union of Marine and Shipbuilding Workers of America, and the 
United Steelworkers of America (Great Lakes). These unions are affiliated 
with the American Federation of Labor and Congress of Industrial Organi- 
zations. 

We commend and thank you for holding these hearings on the subjects of 
transfer foreign, trade-in-and-build, and the United States reserve fleet. Al- 
though the most thorny, direct problem is that of our American-flag ships 
being transferred to the runaway flags, the main issue confronting you and 
our Nation is that of bringing a firm and positive maritime policy back into 
focus. 

It appears from the Government testimony before your committee that in- 
stead of complying with the congressional mandates contained in such positive 
legislation as the Merchant Marine Act of 1936, the Government agencies are 
interpreting the laws to the long-range detriment of our merchant marine and 
shipbuilding industries. The result of their contradictory policies can only 
lead to increasing lack of understanding and sympathy for achieving and 
maintaining an American-flag merchant marine adequate to develop our for- 
eign commerce in peacetime and to serve as the fourth arm of defense in 
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time of war. We have often said that the maritime laws were being malad- 
ministered or administered negatively. It is perhaps more correct to state 
that the Executive is constantly seeking ways to avoid positive administration 
of our maritime laws without actually performing illegal acts. 

Although you are not specifically holding hearings on Senator Warren G. 
Magnuson’s bill, S. 1488, we wish to state that we strongly favor this bill. Sen- 
ate bill 1488 would amend section 9 of the Shipping Act of 1916, and sections 
501 and 804 of the Merchant Marine Act of 1936. These desirable amendments 
would provide more adequate and specific guidelines for the Government agen- 
cies which are responsible for the transferring of American-flag ships to the 
runaway flags of Liberia, Panama, and Honduras. A summary of major pro- 
visions of the bill is as follows: 

The Federal Maritime Board would be authorized to approve the trans- 
fer of American ships to foreign flags if the following conditions are met: 

1. The Secretary of Defense certifies that the transferred ship is, and 
will be, of no value to the defense of the United States, or of any value to 
a possible enemy of the United States during its useful life; 

2. The Secretary of Commerce certifies that such ship will be of no value 
to the foreign or interstate commerce of the United States during its useful 
life ; 

3. The Secretary of State certifies that the transfer foreign will be in 
the furtherance of the foreign policy of the United States; and 

4. After a public hearing, the Federal Maritime Board determines that 
the ship for its useful life will not be (A) in the interest, convenience, and 
necessity of the people of the United States; (B) necessary to the mainte- 
nance and promotion of an adequate United States merchant marine; (C) 
operated in competition with any United States-flag ship; (D) put in any 
service which will release another foreign-flag vessel for competition with 
any United States-flag vessel; (E) operated under the flag or laws of any 
nation that does not maintain the highest international standards then pre- 
vailing with respect to the enforcement of maritime safety laws including 
manning scales and crew accommodations, 

Subsection 2 of section 501 (a) of the Merchant Marine Act would be 
amended to provide that any applicant for a construction subsidy would be 
required not to own or Operate any foreign-flag vessel in competition with 
an American-flag vessel sailing in an essential trade route. The Federal 
Maritime Board could waive this requirement by the unanimous vote of 
its members if they should determine that special circumstances warrant 
the waiver. 

Subsection 3 of section 804 of the Merchant Marine Act of 1936 would be 
amended by striking out the phrase “by affirmative vote of four of its mem- 
bers,” and substituting the following: “by the unanimous vote of its 
members.” Section 804 provides that it shall be unlawful for a subsidized 
operator to directly or indirectly own, charter, act as agent or broker for, 
or operate any foreign-flag vessel which competes with any American-flag 
service on an essential trade route. The section further provides that under 
special conditions this requirement may be waived by the Maritime Commis- 
sion. 

We are hopeful that you will support Senator Magnuson’s bill designed to curb 
the Maritime Administration’s circumvention of the positive policies contained 
in the Merchant Marine Act of 1936, and other laws designed to achieve and 
maintain an adequate merchant marine under the American flag. 


U. “EFFECTIVE CONTROL” CONCEPT REFUTED 


The concept of “effective control” of American-owned ships under the flags 
of Liberia, Panama, Honduras, and Venezuela is the greatest single danger to 
the American merchant marine. This concept is an extension of the old fal- 
lacious theory that our Nation can rely upon foreign-flag ships to carry our 
waterborne foreign commerce and to serve as a military auxiliary during national 
emergencies. The Maritime Administration and the Department of Defense 
have blown up this concept to the point where there will be few, if any, argu- 
ments left for the existence of an American-flag merchant marine in our foreign 
trades. 

The “effective control” theory is that ships under the runaway flags are 
available to the United States during national emergencies as long as 51 percent 
of their ownership is American. This is analogous to a belief that 51 percent 
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American’ ownership of foreign oilfields, plane factories, or other industries will 
be available to us during national emergencies. History has proved that during 
national emergencies the United States has been compelled to rely mainly upon 
its own production and transportation systems, including our American-flag 
merchant marine. 

It is most discouraging to observe the rapid development of the “effective con- 
trol” concept over the past 4 years. In 1953 Rear Adm, R. EB. Wilson, as spokes- 
man for the Department of Defense before the Potter subcommittee of the 
Senate Interstate and Foreign Commerce Committee, was quite cautious in the 
usage of the term “effective control” when applied to American-owned ships 
under the runaway flags. At that time he stated that the United States must 
rely mainly upon an American-flag merchant marine. 

Two years later the same Department of Defense, in conjunction with the 
Maritime Administration, issued a report entitled “Ocean Shipping To Support 
the Defense of the United States” (prepared by the Marad-Navy planning group, 
December 19, 1955). It was most startling to observe that this report, when 
defining the requirements of an American merchant marine, included the so- 
called effective control ships under the runaway flags. This language in the 
report is as follows: 

‘2. Recommended size of the active operating United States merchant flect 

(a) Numbers by category.—The Department of Defense, recognizing that the 
requirements for United States merchant shipping are subject to review and 
modification in the light of changing strategie situations, considers that in 
accordance with the latest approved plans the active operating United States 
merchant marine (including those foreign-flag ships considered to be under 
effective United States control’ and exclusive of those merchant-type ships in 
Navy custody) should be comprised, as a minimum, of the following number of 
vessels: -— 

It is important to note that in no uncertain terms the Marad-Navy planning 
group defined the active American merchant marine as one consisting of Ameri 
cean-flag ships as well as the American-owned ships under the runaway flags. 
Now the Maritime Administration has been using the “effective control” argument 
as one of the main factors for permitting the transfer of American ships to 
the runaway flags. In so doing, they evidently do not realize that in order 
to transfer ships they are jeopardizing the Merchant Marine Act of 1936 and 
our merchant marine. 

The “effective control” concept is in direct conflict with the spirit and intent 
of the Merchant Marine Act of 1936 and other maritime laws. The preamble 
of the 1936 act is as follows: 


“TITLE I—DECLARATION OF POLICY 


“Secrion 101. It is necessary for the national defense and development of its 
foreign and domestic commerce that the United States shall have a merchant 
marine (a) sufficient to carry its domestic waterborne commerce and a substan- 
tial portion of the waterborne export and import foreign commerce of the United 
States and to provide shipping service on all routes essential for maintaining the 
flow of such domestic and foreign waterborne commerce at all times; (b) capable 
of serving as a naval and military auxiliary in time of war or national emer- 
gency; (c) owned and operated under the United States flag by citizens of 
the United States insofar as may be practicable: and (d) composed of the best 
equipped, safest and most suitable types of vessels, constructed in the United 
States and manned with a trained and efficient citizen personnel. It is hereby 
declared to be the policy of the United States to foster the development and en- 
courage the maintenance of such a merchant marine.” 

The preamble of the 1936 Merchant Marine Act clearly defines “United States 
merchant marine.” It states that this merchant marine shall be owned, operated, 
and manned by United States citizens. It also states that it shall be suffi- 
cient to carry all of our domestic waterborne commerce and a substantial 
portion of the waterborne export and import commerce of the United States 
“Substantial portion” of our foreign waterborne commerce has been interpreted 
to mean at least 50 percent of this commerce. Although our ships are now 


1 Shins deemed to be under “effective United Staces control” consist of certain ships owned 
by United States citizens and registered wader the flags of Panama, Honduras, Liberia, 
and Venezuela. 
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carrying slightly more than 20 percent of our export-import trade,-Government 
agencies responsible for the proper administration of our maritime laws are 
ineluding American-owned runaway flag ships as part of our merchant marine. 
Thus, these agencies, through administrative actions, are violating the spirit 
and intent of laws enacted for clear and specific purposes. This should not 
be tolerated by you, the members of the House Merchant Marine and Fisheries 
Committee, who have been and are actively engaged in the endeavor to achieve 
and maintain an adequate American-flag merchant marine. 

If you do not succeed in proving that the “effective control” concept is unreal- 
istic and fallacious, then the task of presenting the merchant-marine facts to 
the other Members of Congress becomes more difficult, if not impossible. We 
should expect the other Members of Congress to seriously question the logic of 
appropriating money for an American-flag merchant marine when they hear 
arguments that the runaway ships are completely available to us in national 
emergencies. It stands to reason that Members of Congress will not be willing 
to appropriate millions of dollars a year for an American-flag merchant marine 
if they believe that our Nation can rely upon the foreign-flag fleets for which 
no money must be directly spent by the United States Government. No doubt 
this reasoning will not be changed even though they realize that they appropriate 
billions of dollars a year to maintain a United States Navy to keep the sealanes 
open for these foreign-flag merchant ships. We believe that their thinking will 
apply to the direct cost of maintaining a merchant marine to service our Nation, 
rather than to the cost of maintaining a navy without which the American as 
well as foreign merchant marines would be impotent and worthless. 

The “effective control” concept, based on the belief that the runaway ships 
will be available to us in a national emergency, is in direct conilict with our 
Nation’s experiences in past national emergencies. 

Prior to World War I the United States, relying upon the theory of avail- 
ability of foreign ships in national emergencies, permitted the American- 
tiag merchant marine to wither away until our ships were carrying only 9 per- 
cent of our foreign trade. At the outbreak of the war we were caught in the 
untenable position of a neutral nation without merchant ships. The foreign 
nations withheid their ships and we were faced with economic catastrophe. 
In August 1913, the United States had exported 257,172 bales of cotton. One 
year later, in August 1914, we exported only 21,219 bales. The price of cotton 
fell from $62.50 a bale in July 1914 to $36.25 in December 1914 because it could 
not be delivered. This economic disaster loomed not only to the cottongrowers 
and other segments of our agricultural economy, but also to the production 
industries which depended upon importing of raw materials and exporting of the 
finished products. All cargoes piled up on the docks, and the American pro- 
ducers and distributors faced ruin. 

The foreign shipowners, both the war belligerents and the neutrals as well 
as the Americans owning foreign-flag tonnage, charged our shippers un- 
believably gouging rates whenever they sent their ships to our shores. Ship- 
ping rates increased up to 700 percent even before our Nation engaged in the 
munitions trade. After the war became a full-scale one, shipping rate in- 
creases of 2,000 percent were common. As a matter of fact, the average rate 
ohn general cargo increased 1,117 percent. 

Prior to World War I the bulk of American-owned ships had been registered 
under foreign flags. When the war broke out most of these ships were not 
made available to the United States. In August 1914 Congress was com- 
pelled to enact a Iaw which permitted Americans to register their foreign- 
flag ships under the American flag. Also, a law was enacted which provided 
insurance coverage for these ships. These emergency acts increased the ton- 
nage available to the United States. 

It must be noted that at the outbreak of World War I the United States 
Was not considered a leading force in the international balance of power. There- 
fore, as a neutral nation, we had some 3 years to build our merchant marine by 
recalling American-owned foreign-flag ships to our flag, and by constructing new 
ships. There can be no doubt that we are in no such a position today. Today 
we are the foremost world power in opposition to the fearful Communist. aggres- 
sion which is biting into the periphery of the free world. Therefore, we cannot 
afford to relax our vigilance or permit such mythological concepts as “effective 
control” to blind us to the need of maintaining an adequate American-flag mer- 
chant marine. 

President Wilson was greatly disturbed by the serious mistake our. Nation 
had made in not maintaining a peacetime fleet adequate to service our foreign 
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trade during war. In his third annual message to Congress given in May 1915 
he declared : 

“It is high time we repaired our mistake and resumed our commercial inde- 
pendence on the seas. For it is a question of independence. If other nations go 
to war or seek to hamper each other’s commerce, our merchants, it seems, are 
at their mercy, to do with as they please. We must use their ships, and use 
them as they determine. We have not ships enough of our own. We cannot 
handle our own commerce on the seas. Our independence is provincial and 
is only on land and within our own borders.” 

After World War I the 66th Congress made a full study of the role of 
the American merchant marine in peace and war. After studying the near 
disaster our Nation experienced because of the philosophy of depending upon 
foreign-flag ships instead of maintaining our own merchant marine, they passed 
the Merchant Marine Act of 1920. The conclusion they reached is evident in 
the strong language contained in the preamble of this law which is as follows: 

“That it is necessary for the national defense and for the proper growth of 
its foreign and domestic commerce that the United States shall have a merchant 
marine of the best equipped and most suitable types of vessels sufficient to 
earry the greater portion of its commerce and serve as a naval or military 
auxiliary in time of war or national emergency, ultimately to be owned and 
operated privately by citizens of the United States, and it is hereby declared 
to be the policy of the United States to do whatever may be necessary to develop 
and encourage the maintenance of such a merchant marine. * * *” 

In 1936 Congress reaffirmed its mandate that our Nation should develop 
and maintain a United States-flag merchant marine by passing the Merchant 
Marine Act of 1936. 

With the outbreak of World War II we still heard the argument that our 
allies had merchant fleets that were large enough to service the free world, 
including the United States. Yet, after the outbreak of World War II, experi- 
ence shows that even the fleets of our allies were not available for our use 
and we had to construct over 5,000 ships to meet the shipping needs of our 
Nation and of our allies. 

We shall deal with some details on World War II because the solution of the 
shipping problems of that war continue to have a sharp impact upon current 
United States maritime issues. For example, the detail showing the type and 
number of ships built during the war continues to affect our shipbuilding pro- 
grams and reserve fleet policies. Moreover, what happened in World War II 
can happen again. 

On September 1, 1939, the United States merchant fleet had 1,379 seagoing 
ships of 1,000 gross tons and over. The United States Maritime Commission, 
in November of 1937, had said that 1,200 ships would be adequate for our 
eountry in time of war. Again the so-called experts claimed our country could 
depend on foreign merchant marines. Again they were proved to be wrong, 
by 6,234 ships. 

All theaters of World War II operations were overseas. Accordingly, our 
Nation was completely dependent upon ocean transportation in making its 
strength effective against the enemy. 

The Axis powers were well aware of that fact. They did all they could to 
destroy our merchant marine. 

When Europe went to war in September 1939, the world oceangoing merchant 
shipping totaled 80 million deadweight tons. Britain and France controlled 
approximately 27 million tons. The great portion of neutral shipping was avail- 
able to service the Allies. At the outbreak of the war the German blockade 
became effective immediately. During the 27 months prior to the entry of the 
United States into the war, about 16 million deadweight tons were sunk by 
the Axis. During the same period the combined output of the shipyards of the 
United Kingdom and the United States, which were almost the sole source of 
new merchant shipping for the Allies, was only 5 million deadweight tons. 

On December 1, 1941, the ocean passenger, dry-cargo, and tanker vessels under 
the American flag aggregated about 11,600,000 deadweight tons. German sub- 
marines appeared in the Western Atlantic, the Gulf of Mexico, and the Carib- 
bean, and ships moving coastwise were sunk within sight of our shores. Ameri- 
can ships totaling 3,609,000 deadweight tons were lost during 1942, the year 
of heaviest casualties. Approximately 6,764,000 deadweight tons of American 
ships were sunk during the course of the entire war. 

For the entire war period the losses of ships controlled or available to the 
Allies aggregated over 36 million deadweight tons. Of these losses, 733 were 
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American merchant ships of over 1,000 gross tons and hundreds of smaller 
ships. Thus, the American loss was more than half the tonnage of our prewar 
merchant marine. The breakdown of the Allied merchant ship losses is as 
follows: 

[Deadweight tons] 








Nontanker Tanker | Total 
September 1939-December 1941 « | 13, 700, 000 | 2, 690, C00 16, 300, 000 
Year 1942 8, 957, 000 | 3, 070, 000 12, 027, 000 
Year 1943 4, 342, 000 977, 000 5, 319, 000 
Year 1944 1, 804,090 293 000 | 2, 097, 000 
January—August 1945... 679 000 160, 000 839, 000 
Total 29, 482, 000 7, 100, 000 36, 582, 000 


During 1910 and the early part of 1941 there were several months when the 
Allied shipping losses exceeded the combined ship construction of the United 
Kingdom and the United States by more than 500,0°) deadweight tons. 

Considering the low ebb of American shipbuilding during the early thirties and 
the vital part which the American shipbuilding industry was called upon to play 
in the successful carrying out of the war, it was fortunate that this industry was 
kept alive before we entered the conflict. We would suggest that the building 
program inaugurated by the Maritime Commission must be credited with this 
happy situation. After the German forces had overrun Norway, the Low Coun- 
tries, and France in the early summer of 1940, this fact was even more apparent, 
and its implications became serious. Accordingly, in the fall of 1940 the British 
placed orders with American shipyards for 60 freighters. Early in 1941 the 
Maritime Commission ordered 200 more cargo carriers. By the end of 1941 the 
American shipbuilding program, including foreign and American orders, had 
been expanded to include about 1,200 ships, aggregating about 14 million dead- 
weight tons. It was with the view of expediting the deliveries of British orders 
that a ship of simplified design was agreed upon. This gave birth to the Liberty 
ship, which was actually obsolete on the drawing board. 

During the 5-year period 1941—45 a total of 5,280 oceangoing vessels, aggregat- 
ing over 54 million deadweight tons, were delivered from American shipyards. 
The yearly breakdown of this total is as follows: 


Year Number of | Deadweight 


hips tons 
1941 105 | 1, 165, 200 
1942 740 | 7, 918, 000 
1943. 1,719 18, 561, 400 
1944... 1, 623 15, 982, 200 
1945. .... ; 1, 093 10, 597, 300 
Total.... 5, 280 54, 224, 100 


The breakdown by types of ships and tonnage is as follows: 


Number of | Deadweight 


ships tons 

Standard cargo 475 4, 694, 400 
Liberty ships 2, 708 | 29, 182, 400 
Victory ships 414 | 4, 491, 700 
Tankers. 678 | 10, 934, 200 
Military troopships 245 | 1, 243, 700 
Other military types. 266 1, 791, 700 
Miscellaneous ; 494 1, 886, 000 
——— — viel $$$ 
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During the war period British Empire shipyards delivered less than 11 
million deadweight tons. In fact, all of our allies, upon whom the prewar ex- 
perts had claimed we could depend on for merchant ships, supplied us with only 
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715,000 gross tons of ships. On the other hand, we delivered 5,500,000 gross tons 
to them. This was achieved by expending $12.5 billion of our taxpayers’ money. 

The United States merchant marine delivered the goods to our fighting forces 
and allies overseas. The total cargo lift from the United States between De- 
cember 7, 1941, and the surrender of Japan was 268,252,000 long tons, of which 
203,522,000 were dry cargo and 64,730,000 were petroleum and other liquid 
cargoes. During the last year of the war, the average rate of delivery was 8,500 
tons of cargo every hour of every day and night. Our ships also carried the 
great majority of the 7,129,907 Army personnel and 141,537 civilians moving 
overseas between December 7, 1941, and November 30, 1945. During this same 
period they carried 4,060,833 Army personnel and 169,626 civilians back to the 
United States. 

secause we were able to build up our own merchant marine during this war 
we were able to deliver the goods needed to win the war. Also, we avoided the 
type of gouging we received during World War I. During World War II general 
cargo rates increased only 70 percent as compared to 1,117 percent during 
World War I. This difference is most impressive when we note that the ship 
operating costs during World War II were substantially higher than during 
World War I. Using the gouging rates paid by United States taxpayers in 
World War I as a comparison, it can conservatively be estimated that United 
States-flag ships during World War II saved the American taxpayers $314 
trillion. At the present subsidy rate this would last for over 3,000 years. It is 
impossible to evaluate the cost of war in terms of loss of life. 

On November 2, 1945, Fleet Adm. Ernest King, commander in chief of the 
United States naval operations, wrote to Admiral Land the following: 

“During the past 34% years the Navy has been dependent upon the merchant 
marine to supply our farflung fleet and bases. Without this support, the Nav) 
could not have accomplished its mission. Consequently, it is fitting that the 
merchant marine share in our success as it shared in our trials. 

“The merchant marine is a strong bulwark of national defense in peace and war, 
and a buttress to sound national economy. A large merchant marine is not only 
an important national resource, it is, in being, an integral part of our country’s 
armed might during time of crisis. During World War II, this precept has been 
proven. 

“As the merchant marine returns to its peacetime pursuits, I take pleasure 
in expressing the Navy’s heartfelt thanks to you and through you to the officers 
and men of the merchant marine for their magnificent support during World 
War II. All hands can feel a pride of accomplishment in a job well done. 

“We wish the merchant marine every success during the years ahead and sin 
cerely hope that it remains strong and continues as a vital and integral part of 
our national economy and defense.” 

Admiral King closed his letter with the wish that our merchant marine 
remain strong in the future in order to preserve our national economy and de 
fense. His advice, like the advice of other practical men, was subjected to the 
attack of post-World War II peacetime theorists who claimed that it was not 
necessary to maintain our merchant marine. In fact, the Government agencies 
delegated the responsibility of carrying out the maritime policies mandated bys 
Congress, have become the foremost salesmen for the theory of United States 
reliance on foreign-flag ships. They have even dared to go one step further 
and state that runaway fleet ships are part of the American merchant marine 
simoly because American interests own 51 percent of the capital stock. 

When the Korean war broke out our allies were not in a position to provide 
the ships for that limited operation. In the Korean war our merchant ships 
have delivered more than 80 percent of the cargoes to Korea. Moreover, United 
States-flag ships were utilized to service the increased world flow of traffic re- 
sulting from the tense international situation. 

We entered both World Wars with inadequate merchant shipping. We were 
required to build additional ships for ourselves and our allies, upon whom we 
were relying for shipping. It should be clear that this condition has not 
changed. Indeed, it appears to us even more serious than heretofore. Certainly, 
if we are engaged again in a war that involves the European countries, we will be 
required to build all their ships for them. Moreover, we will have to depend on 
American seamen to man these ships. Even today there are certain ratings of 
merchant seamen in tight supply. This is primarily because they cannot look 
to seafaring as a vocation. The opportunity for stable employment cannot exist 
on American ships so long as the maritime laws are improperly administered. 

The latest direct international emergency which faced the free world occurred 
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in October 1956; namely, the Suez crisis. In this emergency the free world 
again was faced with a shortage of merchant ships. Fortunately, the United 
States could and did alleviate the shortage of dry-cargo ships by breaking ships 
out of the national defense reserve fleets and chartering them to private ship 
operators. However, due to the fact that our Nation had only 14 usable deep- 
sea tankers in the reserve fleets, the economies of the free world were placed 
in a percarious position and trembled from the lack of fuel. During the crisis 
on the Suez Canal, 75 million tons of petroleum products were imported. The 
Maritime Commission Persian Gulf rate through the Suez was $12.70; during 
the crisis this was up 200 percent. This represented a rate increase of almost 
$2 billion in less than 1 year. This increase in rates is attributable almost en- 
tirely to a lack of adequate American-flag tankers. This increase in cost to the 
American public for petroleum products would pay the present operating subsidy 
for about 20 years. 

It is important to note that for years Congress was fully cognizant of the 
shortage of American-flag tankers and had acted to overcome this problem. In 
1954 laws were enacted that provided for the trade-in-and-build of tankers, and 
for providing authority to the Secretary of the Navy to charter 15 newly con- 
structed tankers for a 10-year period. These laws were specifically designed to 
provide our Nation with protection in the event of a national or world emer- 
gency. These laws, as other laws passed by Congress in order to achieve and 
maintain an adequate American merchant marine, were not vigorously adminis- 
tered by the pertinent Government agencies. These agencies took it upon them- 
selves to deliberately throw roadblocks in front of the proposed programs in 
order to scuttle them. These are the same programs which the Department of 
Defense and the Maritime Administration urged Congress to enact into law. 
We are certain that, after you complete the phase of these hearings dealing with 
the trade-in-and-build program, you will lose even more of your confidence in 
the Government agencies delegated the duties to enforce and administer the 
laws you pass. 

In early 1954 Adm. Francis C. Denebrink, as the Department of Defense 
spokesman, had this to say to the Water Transportation Subcommittee of the 
Committee on Interstate and Foreign Commerce: 

“T have given you a gloomy picture of the future of the United States-flag 
tanker fleet. Let us look for a moment at its capability in terms of national 
defense today. The United States has an initial requirement for tankers in the 
event of war in the amount of approximately 10 million deadweight tons. The 
United States-ftlag tanker fleet, private and Government-owned, built and build- 
ing, falls short of meeting this requirement by more than a million and a quarter 
deadweight tons.” 

As we had mentioned earlier, on December 1955 the Marad-Navy planning 
group issued a report entitled “Ocean Shipping To Support the Defense of the 
United States.” In this report they stated that the active tanker segment of the 
United States merchant marine should consist of 562 national tankers of 9,273,000 
deadweight tons. However, as we pointed out, the gimmick in their report was 
that the ships under the runaway flags were considered under “effective control” 
of the United States and, therefore, were included in the definition of “active 
United States merchant marine.” Then we observe more conflicting testimony 
on the part of spokesmen for the Department of Defense. On June 13, 1956, 
Admiral Denebrink appeared before the same Senate subcommittee in an attempt 
to have the Military Sea Transportation Service acquire the tankers which were 
being considered for chartering to the Pan Atlantic Steamship Co. Admiral 
Denebrink stated that there was a shortage of tankers under the American flag. 
In referring to the Navy MSTS fleet he stated: 

“The nucleus tanker fleet has been reduced to the point where it is no longer 
an instrument of adequate logistic support under today’s conditions, and it 
appears that adequate numbers of privately owned tankers are not now obtain- 
able at any price. 

“T have been advised by the Director of the Armed Services Petroleum Pur- 
chasing Agency that in overseas areas nondelivery of petroleum products is 
having a critical effect upon inventory levels, while the programed deliveries of 
bulk petroleum from suppliers is being jeopurdized because of inability of MSTS 
to provide tankers * * *, 

“IT wish to emphasize that my requests for the redelivery to MSTS of these 
17 tankers were in no Way influenced by the legislation now under consideration 
by your committee. This action was taken only after the conimander, Milita 
Sea Transportation Service, had exerted extraordinary efforts to obtain United 
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States flag commercial tanker tonnage and had exhausted all means at his 
disposal to acquire this tonnage without leading the market as to rates and 
even disregarding the ‘fair and reasonable’ rates recommended by the M>ritime 
Administrator; and after having accepted all offers made to him for charters 
of 1 year or less for ships that were in a position to be emp'oyed by MSTS.” 

Shortly after the outbreak of the Suez crisis, the Government established 
the Middle East Emergency Committee. This Committee, consisting of repre- 
sentatives of the large oil corporations, was supposed to solve the oil transpor- 
tation problems facing the free world due to the closing of the Suez Canal. 
The Chairman of this Committee was none other than a vice president of the 
Standard Oil Co. of New Jersey. 

We immediately began to clamor that the best interest of the United States 
would not be served by a committee consisting of representatives of companies 
owning and operating their large tanker fleets under foreign flags, and only 
their coastwise ships under the American flag. At about the same time, the 
executive branch of our Government, through direct statements of President 
Hisenhower, stated that our Government would embark upon a 50 to 80 tanker 
construction program. However, this program never materialized because the 
Middle East Emergency Committee assured our Government that they would 
solve the oil transportation problem with their existing foreign-flig tankers 
and with new tankers they would build for their foreign-flag operation. 

In the meantime, newspaper stories quoted military sources and the Maritime 
Administration as saying that there were 727 tankers, aggregating 12,178,000 dead- 
weight tons, under the United States flag and under “effective controt” under 
the runaway flags. Thus, in comparing these figures with the Marad-Navy 
report of December 19, 1955, they actually said that we had available 165 
tankers, aggregating 2,905,000 deadweight tons, more than we need for the initial 
phase of a full mobilization base. 

The confused tanker requirements presented by the Maritime Administration 
and the Department of Defense is a sad reflection on these agencies which are 
supposed to properly administer laws which you carefully reason out and enact. 

In the early days of this Congress a Senate Antimonopoly and Public Lands 
Subcommittee, under the chairmanship of Senator Joseph C. O’Mahoney, began 
hearings on the oily mess resulting from the closing of the Suez Canal. A vice 
president of the Standard Oil Company of New Jersey told the subcommittee 
that the United States Government has absolutely no control over the rates 
charged by their foreign-flag ships. This is quite enlightening when we consider 
that these are the same ships which, we are told, are under the effective control 
of the United States and are a part of our American merchant marine. We must 
remember that our Government has controlled the dry-cargo rates by setting 
rate ceilings on Government-generated cargoes and by breaking out laid-up 
ships from the national defense reserve fleet to hold down the shipping rates 
on purely commercial cargoes. 

In considering the degree of Government protection of the American public, 
we point to the observations made by Senators on the O’Mahoney committee 
who have estimated that the oil price rise resulting during the Suez crisis 
will cost the American consumers approximately $1 billion a year. Thus, it 
becomes obvious that our Nation did not get a bargain when the tanker trade- 
in-and-build program was delayed for 2 years and finally eliminated by the 
transfer foreign-and-build program. We now know that we are paying a 
high price for a policy which seems designed to permit the oil companies to 
realize a high profit on the transfer of their American-flag ships to foreign 
flags. We make this statement with the full knowledge that the oil industry 
claims that the increase in price actually resulted from the increase of production 
costs. We, or anyone else, would be naive to believe that the increase in oil 
prices was merely coincidental with the Suez crisis. The oil industry took 
advantage of a world emergency in order to further bolster their high profits. 
Too, it is clear that the American taxpayer is subsidizing American-owned 
foreign-flag tankers through these higher prices. 

At no time must we forget that our Nation had dispatched a large segment 
ofour Navy to the Middle East in order to protect the production and transpor- 
tation of oil from that region. Despite the fact that this action was absolutely 
necessary for the protection of the economies of the free world, we must 
remember that it applied largely to the protection of foreign-flag ships engaged 
in that trade. This is true because there are few American-flag tankers engaged 
in our overseas trade while the runaway flag tankers of the large oil companies 
do carry this petroleum, Thus, the large American oil companies utilize the 
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runaway flags for their tankers in order to avoid paying United States taxes 
which are used for the maintenance of the United States Navy which they 
quickly turned to for protection of their oilfields and tankers. 

To this point of our statement our case against the effective-control concept has 
been based on past national and world emergency experiences. We now follow 
up the past with the future to emphasize the need of our Nation to achieve and 
maintain an adequate active American-flag merchant marine and private ship- 
building industry. 

As we had stated, in World Wars I and II the aggressor nation’s strategy 
was to conquer the world by bottling up the young, vigorous United States 
within the confines of the “pond.” In World War I the Central Powers hoped 
to crush the Allies before the United States could develop a war machine and 
a merchant marine. They did not believe that we could transport the men and 
materiel needed to bolster the waning Allies. We had over 3 years as a neutral 
nation preparing to upset their plans. Our merchant marine was developed to 
do its vital share of the job. 

In World War II the Axis again depended on the unavailability of United States 
aid to the Allies. Although they knew that we Americans had at least a nucleus 
merchant fleet, they based their military strategy on blockading the United States 
with submarines. As we stated earlier, they almost succeeded. However, we had 
over 2 years as a neutral nation preparing to upset their plans. Our merchant 
marine did its vital share of the job. 

Russia and her satellites evidently have carefully studied the near defeat 
suffered by the free world in World War I and II. They, too, seem to have a 
master plan of conquering the world by bottling in the United States. They know 
that in 1939 Germany almost defeated the world with an initial fleet of 60 sub 
marines, of which only 30 were larger than 500 tons and capable of operation 
in the Atlantic Ocean. Germany’s plans were to have 99 U-boats in service by 
early 1940. 

It is estimated that in 1955 Communist Russia had an active Navy second 
only to the United States. These estimates are that the Russian Navy consisted 
of 700 ships which included 3 or 4 battleships, 20 cruisers, more than 100 de- 
stroyers, and 350 to 400 submarines. They were supposed to have immediate plans 
for constructing 3 battleships, 20 cruisers, 120 destroyers, and 120 submarines. 
The latest estimates are that Russia now has approximately 500 operating sub- 
marines of their goal of 1,000 submarines. 

The estimated air strength of Russia in 1955 was 18,000 to 22,000 first-line 
combat planes. This was supported by an estimated annual production rate 
of 12,000 to 17,000 planes. 

Some people think that the merchant marine has no place in this atom- and 
hydrogen-bomb age. This is not true. Charles 8. Thomas, Secretary of the 
Navy, has been warning our Nation not to believe that our merchant marine 
will not be needed in the event of the next war. He states that our merchant 
marine is and will remain the important fourth arm of defense. This is true 
even if we should become engaged in an all-out retaliatory hydrogen-bomb war. 
However, it seems likely that Russia will continue her nibbling away at the 
periphery of the free world instead of charging into a hydrogen catastrophe. We 
believe that this is their basic reason for planning a huge submarine fleet. 

If the estimates are true, Russia now has almost nine times the size sub- 
marine fleet that Germany had at the beginning of World War II. On the other 
hand, our Nation has an active merchant marine that is approximately the 
size of our pre-World War II fleet. Thus, we believe, that Russia with her land- 
attached satellites, would be inclined to avoid a hydrogen-bomb war. Instead, 
they would strive to cut the ocean link between us and our allies. 

Should ruthless Russia attack allied merchant shipping with the great number 
of submarines they possess, we predict that our Nation will not be able to rely 
on so-called “effective control” ships. At that time, we will be compelled to 
rely on our American-flag ships manned by loyal and grim American merchant 
seamen. However, will we have years to prepare as a neutral nation? Will we 
have an adequate American-flag merchant marine to do its vital share? 

The so-called effective control concept does not even provide that the 
American-owned ships under the runaway flags will be made available to the 
United States by international treaties. The Maritime Administration has told 
you that these ships are under “effective control” of the United States simply 
because 51 percent or more of the capital stock is owned by American citizens. 
This type of reasoning hardly warrants consideration. It ignores historical facts 
which completely negate any argument that financial control of assets is any 
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form of assurance that these assets are available to the Nation whose nationals 
acquired financial control. The outstanding case for our argument is that of 
the downfall of colonialism throughout the world. If the Maritime Admin- 
istration’s argument is valid, Great Britain, for example, would not have lost 
control of so much of her empire throughout the world. 

In considering the “effective control” concept we must not overlook the manning 
of these runaway ships by different nationalities, often polyglot on a ship. The 
loyalities of these foreign seamen are basically to their own nations or to 
ideologies which may differ from ours. Even if we were to assume that the 
seamen aboard the runaway ships had the closest ideological and cultural ties 
with our Nation and our way of life, we could never afford to expect them to 
service us should we become engulfed in world war III. We could and do expect 
our American seamen, under any circumstances, to display loyalty to their 
Nation and to their families. 

It is well-known that many foreign seamen and their unions are communistic 
or sympathetic to communism. This can be proved by the fact that many of 
the foreign seamen’s unions are affiliated with the Communist-dominated World 
Federation of Trade Unions. On the other hand, all of the maritime unions 
affiliated with the American Federation of Labor and Congress of Industrial 
Organizations are represented in the anti-Communist International Confederation 
of Free Trade Unions through membership of the National AFL-CIO. Also, our 
AFL-CIO maritime unions are members of the International Transport Workers 
Federation which is the anti-Communist, free-world organization of transpor- 
tation workers’ unions. 

Another strong factor to be considered in comparing the ideological leanings 
of American seamen with the foreign seamen aboard the runaway ships is the 
United States Coast Guard screening of American seamen and no screening 
of foreign seamen. From 1950 to 1955 no American seaman was perinitted to 
sail aboard our ships if he was declared a poor security risk. Under this 
program the United States Coast Guard had screened 300,000 individuals, of 
which 1,800 were found to be of doubtful loyalty. Last year the United States 
courts had issued an injunction which now compels the Coast Guard to ship 
American seamen who have been declared poor security risks. In February of 
this year Vice Adm. Alfred C. Richmond, Coast Guard Commandant, in an 
appearance before your committee, had informed you that 169 seamen have had 
their seamen’s papers validated uncer the terms of the court injunction. Even 
with the elimination of the Coast Guard security program our ships and Nation 
are protected at least to the degree of having knowledge of who these security 
risks are and on which ships they are sailing. Thus, in the event of reaching a 
critical phase of international tension, these few seamen couid easily be rendered 
harmless to our ships and port facilities. 

The arguments we have presented in order to refute the “effective control” 
concept only scratch the surface of the many reasons showing why the concept 
is a figment of vivid and unrealistic imaginations. The acceptance of this con- 
cept on reliance on and control of foreign-fiag ships can only lead our Nation and 
the free world over the brink of disaster. 


Ill. GROWTH OF RUNAWAY-FLAG FLEETS 


The post-World War II growth of the runaway-flag or flags-of-convenience 
fleets of Liberia and Panama has been phenomenal. In 1924 Lloyds Register 
recorded only 15 ships flying the Panamanian flag. As of June 30, 1956, there 
were 510 ships, aggregating 5,865,000 deadweight tons, under the Panamanian 
flag. On that date there were 570 ships, aggregating 8,805,000 deadweight tons, 
flying the Liberian flag, and 55 ships, aggregating 482,000 deadweight tons, flying 
the Honduran flag. This is a total of 1,135 ships, aggregating 15,152,000 dead- 
weight tons under the 3 runaway flags. 

In 41% short years, January 1, 1952, to June 30, 1956, the deadweight tonnage 
under the Liberian flag increased by 654 percent. In 1952 there were 78 ships, 
aggregating 1,167,000 deadweight tons, under the Liberian flag as compared to 
the 570 ships, aggregating 8,805,000 deadweight tons, on June 30, 1956. In 3 
short years, June 30, 1953, to June 30, 1956, the deadweight tonnage under the 
Liberian flag increased 287 percent. 

The bulk of the ships under the runaway flags are owned by Americans. 
Next to the Americans in the amount of ownership are the Greeks. Strangely 
enough the United States and Greece are becoming more similar as absentee 
owner shipping powers as the years go by. Evidently we are now in the vicious 
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cycle that Greece has been in for some years. Our ships, like theirs, are begin- 
ning to fly the runaway flags in place of our own national flags. 

It is estimated that Greek shipowners control 1,425 ships, aggregating 10,425,- 
800 deadweight tons. Also, they have ordered for construction 346 ships of 
5,602,425 tons. These ships being built, added to the Greek-owned ships now in 
operation, equals 1,771 ships of more than 16 million deadweight tons. However, 
only 1 out of 4 Greek-owned ships will be sailing under the Greek flag. The 
remainder will be under foreign flags. Almost one-half of the total Greek- 
owned ships will be under the runaway flags of Liberia and Panama. 

Fiity percent of the 346 ships building for Greek owners are booked for the 
account of 5 Greek shipowners. These 5 Greek shipowners are operating and 
building for operation a total of 394 ships, aggregating 8,610,083 deadweight tons. 
Because the names of these Greek shipowners have become so familiar in Amer- 
ican shipping circles, we include table I showing the ships and tonnage they 
operate and are building for operation, in descending order of size. 


TABLE I.—Ships operated and being constructed for operation by top 5 Greek 
shipowners - 


Number 
re: 
ships 


Stavros Niarchos 76 2, 096, 329 
Petros Goulandis 1, 818, 500 
Rethimnis & Kulukundi O% 1, 633, 969 
Arist tle Ons 65 1, 582, 711 
Stavros Kivanos i 1, 478, 57 


Total 3 , 610, O83 


Source: New York Times, Jan. 22, 1957. 


Because of the interest of some members of the House Merchant Marine and 
Fisheries Committee in the case of Aristotle Onassis and the direct link of the 
Greek shipowners to our transfer foreign problem, we include excerpts from the 
September 7, 1956, issue of the U. S. News & World Report. 

The article is entitled “The Monaco Story—Where Grace Kelly is Princess 
and There Are Almost No Taxes” 

“Shipowners rank high among those who have found tax advantages in 
Monaco. No other human beings and only 3 nations own more seagoing oil 
tankers than 2 of Monaco’s recent ‘immigrants’—Onassis and his chief rival, 
his brother-in-law, Stavros Niarchos. 

“Onassis and Niarchos, while the biggest in the business, were not the first 
shipowners to taste Monaco’s milk and honey. Nor the last. Onassis estimates 
that about 40 Greek, Italian, Norwegian, and Swedish shipowners have moved 
their corporate headquarters, branch offices, or their personal domiciles to 
Monaco, a country that possesses no usable commercial port. * * * 

“Onassis, 50, is called a ‘robber baron’ by some and a ‘merchant adventurer’ 
by others. He calls himself ‘just an individual in a world that dislikes indi- 
viduals.’ Like many other Greek shipowners, Onassis got a belated 19th-century 
chance at fortune building through tax-free accumulation of capital in the 20th 
century. 

“A Greek born in Turkey who holds Argentine citizenship, Onassis maintains 
homes in 5 countries, offices in 10. His ships are registered under the names of 
30 corporations and sail under 5 different flags, none of them Greek or Argentine. 
He pays little or no corporate or personal income taxes anywhere. 

“What enables Onassis to avoid taxes, apart from a mastery of the world’s tax 
loopholes, is the fact that his profits are earned on the high seas. He keeps his 
profitable companies incorporated in low-tax countries, while his money-losing 
enterprises, under other names, operate in the shipping centers of the world. 

“Nothing better illustrates the international tax juggling of ‘citizen of the 
world’ Onassis than a look at one of his ships. Typical is the 45,000-ton tanker 
Tina Onassis, built in Germany, mortgaged in the United States, insured in 
Britain, manned by Greek seamen, controlled from Monte Carlo, and flying the 
one-star Liberian flag, which Onassis calls the poor man’s Stars and Stripes. 

““My favorite country,’ Onassis once said, ‘is the one that grants maximum 
immunity from taxes, trade restrictions, and unreasonable regulations. I call 
that business sense. * * * 
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“The preference of Onassis for Monaco is not entirely due to the fact that 
corporate taxes and governmental controls are matters for gentle laughter here. 
After all, 2 or 3 other little countries offer the same freewheeling atmosphere in 
finance. But as one of the aids to Onassis put it: ‘Who wants to live in Liberia 
just to escape taxes?’ ”’ 

Such are the type of men who have found it so profitable to violate our Ameri- 
can shipping laws. Instead of being punished for buying United States Govern- 
ment ships under false pretense of United States citizenship, they are being 
permitted to transfer their ships at high profits. At the same time they are 
permitted to build tankers for the protected domestic United States trade and 
foreign-flag ships in our shipyards only because of the world steel shortage and 
the delay of tanker delivery from foreign shipyards. There can be little doubt 
that our shipping laws require serious amendments in order to prevent these 
methods of receiving benefits through loopholes in our laws and even by the 
direct violation of our laws. 

As was stated, some American companies are taking a leaf from the books of 
such world adventurers, as mentioned above, and discarding national loyalty for 
the opportunity to make a fast and easy dollar regardless of our national and 
world security. 

As of June 30, 1956, there were a total of 386 ships of 1,000 gross tons and 
over, aggregating 6,330,808 deadweight tons, owned by American companies and 
operated under foreign flags. Also, there were a total of 117 ships, aggregating 
4,006,992 deadweight tons, which were being constructed for these companies to 
operate under foreign flags. The 10,337,800 deadweight tons of these 503 ships 
is 76 percent of the 13,694,000 deadweight tons of the entire United States flag 
merchant marine on June 30, 1956. Of these 503 ships, 242 are operating or 
being constructed for operation under the runaway flags of Panama, Honduras, 
and Liberia. 





Taste II.—Ships of 1,000 gross tons and over under foreign flag and owned by 
affiliates of parent companies incorporated in the United States, on June 30, 
1956 


All type ships Seagoing tankers | Seagoingdry | Seagoing ore 
cargo carriers 
— , : ios 
Num-| Dead- Num-| Dead- Num- Dead- Num-| Dead- 
ber | weight ber weight | ber weight ber weight 
| tons tons tons tons 
Presently operating 386 6, 330, 808 306 5, 363, 813 49 257, 013 31 709, 982 
Under construction for 
foreign-flag operation _- 117 | 4,006, 992 | 87 | 3,201,092 0 51, 800 21 754, 100 
Total , : 503 | 10, 337, 800 393 8, 564, 905 58 308, 813 52 | 1, 464, 082 





Source: U. S. Maritime Administration. 


In table II there are listed 52 bulk and ore carriers, aggregating 1,464,082 
deadweight tons, which are operated or being constructed for operation under 
foreign flags and owned by subsidiaries of American companies. Of these 52 
ore carriers, 24, aggregating 352,403 deadweight tons, are owned by the large 
American shoreside corporations listed in table III. Two large shipping com- 
panies, Joshua Hendy Shipping Corp. and D. K. Ludwig Co., operate and are 
constructing for foreign-flag operations 17 ore carriers, aggregating 700,439 
deadweight tons. These companies combined account for 72 percent of the Amer- 
ican-owned ore carriers under foreign flag. 
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TaBLE III.—Ore carriers of 1,000 gross tons and over under foreign flag and 
owned by affiliates of major United States companies, on June 30, 1956 


| 


| l 
Presently operated Under construction Total operationg and 
| for foreign flag 


construction 


Name of company 


Num- | Deadweight Num- Deadweight | Num- | Deadweight 
ber of tons ber of | tons | ber of tons 
ships | ships | | ships 


-;—— _ 


Aluminum Company of America. - | , 405 108, 504 
Bethlehem Steel Corp : 30, 150 30, 150 
Republic Steel Corp- . f 22, 190 22, 400 5 144, 590 
Reynolds Metals Co 3, 780 17, 300 | 9 | 31, 088 
United States Gypsum Corp-.-. 38, 178 38, 173 

Total. 2: 312, 703 ‘ 39, 700 | ‘ 352, 403 


Source: U. 8. Maritime Administration. 


Of the 58 dry-cargo ships shown in table II, 46, aggregating 200,834 dead- 
weight tons, are owned by 2 large American corporations. Thirty-nine of these 
ships are owned by United Fruit Co. and seven are owned by Standard Fruit Co. 

There are 393 seagoing tankers, aggregating 8,564,905 deadweight tons, which 
are operated or under construction for operation by affiliates of American 
companies. 

Two hundred and fifty-eight or 84 percent of the 306 seagoing tankers actually 
in operation are owned by 5 large oil companies. Seventy-one or 82 percent 
of the 87 tankers under construction for foreign-flag operation are owned by 
the same 5 companies. The numbers and tonnage of the foreign-flag tankers 
owned by the five large American oil companies are shown in table IV. 


TABLE 1V.—Seagoing tankers of 1,000 gross tons and over under foreign flag and 
owned by affiliates of major oil companies incorporated in the United States, 
on June 30, 1956 


Presently operated Under construction | Total operationg and 
for foreign flag construction 


Name of company 
Num- | Deadweight | Num- | Deadweight | Num- | Deadweight 
ber of tons ber of tons ber of tons 
ships ships ships 


Cities Service 696 155, 696 
Gulf Oil Corp 4 26 933 326, 928, 733 
Socony Mobil Oil Co., Ine.! 3: 235 ‘ 79, | 600, 165 
Standard Oil Company of Califor- 

nia 2 ) : 471 228, 75 , 319, 471 
Standard Oil Company of New Jer- | 

sey , 573, 421 , 551, 5i 3, 125, 161 
The Texas Co-_. 357, 938 229, 27 | 587, 688 


Total. a‘ ; 25 4, 300, 694 7 2, 416, 220 329 6, 716, 914 


119 tankers are jointly owned by Socony Mobil Oil Co., and Standard Oil of New Jersey. 
2 60 tankers are jointly owned by Standard Oil of California and Texas Co. 


Source: U. S. Maritime Administration. 


The O’Mahoney Senate subcommittee, in studying the oil mess caused by the 
Suez crisis, has unearthed more dodging of United States taxes by the huge 
American oil corporations, 

The Arabian American Oil Co. (Aramco) is owned by Standard Oil of New 
Jersey (30 percent), Standard Oil of California (30 percent), Texas Co. (30 
percent), and Socony Mobil Co., Inc. (10 percent). These companies, through 
Aramco, hold exclusive rights to the rich oil concession of Saudi Arabia. 

The committee learned that, in 1955, Aramco had total earnings of $724 million. 
Through listing of royalties to Saudi Arabia as “foreign income taxes” and by 
applying the 2714-percent depletion allowance the company paid no United States 
taxes. A United States domestic producer having the same earnings and expenses 
would have paid $99 million in taxes. Thus, in 1955, Aramco realized a 3T7- 
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percent net profit and the United States Treasury received nothing. In turn, 
Standard Oil of New Jersey, Standard Oil of California, and Texas Co. each 
netted $81.6 million and Socony Mobil received $27.2 million—all United States 
tax free. 

Some committee members expressed indignation over the manner in which 
these large American oil corporations escape paying United States taxes. How- 
ever, we know that these same companies also dodge the United States taxes by 
utilizing flags of convenience for their tankers despite the great protection they 
receive from the United States Navy and the benefits they derive from our 
domestic economy. 

The trend of American companies building their ships in foreign yards for 
foreign-flag operation is clearly shown in table V. 


TABLE V 


} 
Date Number of Deadweight 
ships } tons 

an > | 
September 1950------ om 32 | 559, GOK 
September 1950 to June 1951 iS | 1, 070, 410 
June 1951 to February 1952 TR 1, 683. 660 
February 1952 to September 1953 &3 1, 959, 064 
September 1953 to March 1955 41 781, 797 
March 1955 to June 1956- __- 232 6, 560, 835 
icin ktcdetenasteded | 534 12, 615, 666 


The above table shows that American interests in the 16-month period March 
1955 to June 1956 have placed orders in foreign yards for 232 ships, aggregating 
6,560,835 deadweight tons. This is in sharp contrast to the 6 ships, aggregating 
73,0(0 deadweight tons, delivered by American yards in 1955, and 8 ships of 
169,076 deadweight tons in 1956. It is also a black picture when we observe that 
this tonnage ordered in a brief 16-month period is almost one-half of the total 
tonnage of our entire American-flag merchant marine. 

The Annual Report of the Federal Maritime Board and Maritime Adminis- 
tration, 1956, showing the deliveries of new merchant ships during fiscal year 
ended June 30, 1956, has again found us in the No. 10 slot as a shipbuilding 
Nation. During that fiscal year our privately owned shipyards delivered only 
5 merchant ships of 1,000 deadweight tons and over, aggregating only 104,000 dead- 
weight tons. This low number of ships and tonnage is only 1.5 percent of the 579 
ships, aggregating 6,959,000 deadweight tons delivered throughout the world. 
Moreover, it is most shocking to observe that even Japan and Germany have sky- 
rocketed far above us in the building of new merchant tonnage. In the same 
period, Japan delivered 79 merchant ships, aggregating 1,359,000 deadweight 
tons, and Germany delivered 140 ships, aggregating 1,159,000 deadweight tons. 
In comparison to the 5 ships delivered by our American yards, the United King- 
dom alone delivered 142 merchant ships, aggregating 1,800,000 deadweight tons. 

The present American shipbuilding program is not as bright as the Maritime 
Administration would have us believe. On April 1, 1956, the world shipbuilding 
orders totaled 1,935 ships, aggregating 30 million deadweight tons of merchant 
ships. Maritime’s own releases show that our total orders on hand on June 30, 
1956, consisted of only 30 merchant ships, aggregating 862,966 deadweight tons. 
Moreover, even this ridiculously low figure becomes even more appalling when 
we consider the bargain-basement method of transfer foreign being utilized to 
provide most of our American shipbuilding orders. 

In returning to the question of operating ships under the runaway flags (flags 
of convenience), the reasons for so doing are amply clear. The main reasons 
that American capital utilizes these flags of convenience are to avoid United 
States taxes, United States inspection standards, and United States standard-of- 
living wages. 

The most important single factor causing American shipowners to utilize the 
runaway flags is that of taxation. On January 23, 1956, Mr. A. I. Anderson, 
president of the chamber of shipping of the United Kingdom, made a speech which, 
in part, is as follows: 

“* * * T think, therefore, that the relatively small amount of tramp tonnage 
built since the war is a danger signal to the country as a whole of how our present 
level of taxation is reducing the incentive to shipowners in general, and tramp 
owners in particular, to expand their fleets. 
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“Another indication of how the high level of taxation militates against the 
crowth of national shipping is what is termed ‘a flag of convenience.’ Panama, 
Honduras, and Liberia had about 800,000 tons of shipping registered under their 
flags at the end of 1945. Today the figure is over 8 million—a tenfold increase 
in 10 years. These countries have no defense commitments and would rely on 
the armed forces of the NATO powers to keep the seas free for the movement of 
their shipping in the event of another war. In addition, I do not think their 
citizens enjoy the social security of our welfare state. The results is that their 
taxation is far lower than that in the United States or Western Europe. For 
example, ships registered in Liberia pay only a nominal] registration fee plus a 
small annual tax of 10 cents per ton on their net tonnage. This means that after 
the shipowner of a 10,000-ton tramp ship has paid £300 a year tax he can use any 
profits he makes in any way he wishes. Thus, these ‘flags of convenience’ states 
are tending increasingly to become what I might term international registry 
offices for the fleets owned by a considerable number of European and United 
States shipowners.” 

Another article of importance on the problem of taxation is contained in an 
editorial in the January 23, 1957, issue of The Shipping World and World Ship- 
building. In part, it states as follows: 

“* * * The British-flag percentage of the world tanker fleet is declining, while 
the ‘tax free’ flags are growing from strength to strength. While Britain’s 
economy depends more and more on imports of oil from overseas, the nation is 
being compelled to rely more and more on foreign tonnage for its vital imports. 
The folly of having relied too much in recent years on the Suez Canal and Middle 
East pipelines has already been only too ably demonstrated. It is to be hoped 
that the new Government is not going to follow the example of its predecessors 
and ignore the writing on the wall. The new Chancellor of the Exchequer, Mr. 
Peter Thorneycroft, must undoubtedly recognize the fact that, while United 
Kingdom shipowners can only build new ships with half of their profits, the 
other half or more going in taxation, Liberian and other shipowners can use all 
their profits in building new ships. They can afford to build 2 ships, instead 
of 1, from the same gross earnings.” 

Wages paid aboard the runaway ships cannot be measured consistently simply 
because there are no set wage scales for the seamen aboard these ships. They 
are paid in accordance with the deals that the companies can work out with 
them, and the level of wages often depends on the nationality of the crews 
involved. On March 30, 1955, Mr. W. F. Blackadder, chairman of the North 
England Shipowners Association, stated that the “pseudoshipping countries”— 
Panama, Honduras, and Liberia—were a real threat to companies flying bona 
fide maritime flags. He said: 

“Many of these ships are by our standards considerably undermanned and their 
officers inadequately qualified, so it is small wonder that the incidence of casual- 
ties among ships of those flags is so high.” 

A few months ago the U. S. S. Mission San Francisco and Elna II, Liberian 
flag, collided in the Delaware River. A number of seamen’s lives were lost. 
Coast Guard investigation revealed that the Hina IT did not have a single licensed 
officer aboard with a valid license. One would expect that the Coast Guard 
would make some pilot checks on runaway ships to determine their lack of 
compliance with applicable laws. Yet to date they have shown every indication 
that they will not do so unless Congress demands it. 

In recent years Liberia is the most popular flag of convenience. Even 
*anamanian ships have been transferred to the Liberian flag because of the 
even greater inducements offered to the shipowners operating under the Li- 
berian flag. Therefore, recently Panama passed a law which would make 
registration under their flag even more attractive. The major amendment to 
their law was the reduction of the registration tax on mortgages from $2 per 
$1,000 of the value of the mortgage to 10 cents for every registered ton, with 
a maximum of $500. This jockeying amongst the present runaway flags shows 
that they will drive a hard bargain to induce the shipowners to register under 
their flags regardless of the effect upon working and living conditions of mer- 
chant seamen, or upon free world security. 

It has often been stated that American shipowners wish to register their 
ships under the runaway flags mainly because of the level of American seamen’s 
wages. As we have stated, this is one of the reasons. However, it is a minor 
one. The real reason is to escape United States taxation. At the present time 
the total wage and salary costs to an American operator are about 30 percent 
of total operating costs. It is estimated that wage costs, excluding salary costs, 
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are approximately 22 to 25 percent of total operating costs. The percentage 
of wage costs to operating costs is sharply decreasing as tankers increase in 
size. Large supertankers of even 100,000 deadweight tons have a relatively 
small increase in manning compared to other operating costs and to the sharp 
increase of operating revenues. However, despite the sharp increase in the 
size of supertankers, there is no trend of operating such tankers in our foreign 
trade under the United States flag. This leads to our original conclusion that 
the avoidance of taxation is the primary reason for operating ships under the 
flags of convenience. 


IV. GOVERNMENT ENCOURAGEMENT OF TRANSFER FOREIGN 


It is obvious that since 1954 the Maritime Administration has been actually 
encouraging the transfer of American-flag ships to the runaway flags. In 
August of 1954 they had initiated a new liberalized transfer foreign program 
which in 4 months permitted 69 dry-cargo tramp Liberty ships to transfer to 
the runaway flag. This was one-half of the then existing United States-flag 
tramp fleet. 

The transfer of one-half of the American tramp ships in 1954 and the early 
months of 1955 proved to be bargain-basement dealing with was indeed shame- 
ful. The Maritime Administration based their entire tramp-transfer policy on 
the premise that many of these ships were idle and that the transfer of some 
of them would provide employment for the remaining ships under the American 
flag. Therefore, the Administration established the so-called 1-for-1 policy. 
Under this policy a tramp ship was transferred only upon the promise to commit 
one ship for American-flag operation. This led to the scandalous letters of 
commitment which, we understand, were selling for as much as $50,000 and 
more per letter. In other words, if a one-tramp shipowner wished to transfer 
his ship foreign he had to purchase a letter of commitment from another tramp 
shipowner who promised to retain his ship under the American flag. It is im- 
portant to note that after all of this financial byplay, the Maritime Adminis- 
tration revised their transfer-foreign policy which nullified the letters of com- 
mitment which were required in the 1954 and early 1955 period. These so- 
called committed ships are now being transferred under the tanker transfer- 
and-build “program.” 

We need not go into details of the adverse effects suffered by our Nation 
by permitting the transfer foreign of one-half of our tramp fleet in 1954 and 
early 1955. In the 1st session of the 84th Congress, your committee had held 
hearings on the administration of the Cargo Preference Act. In your report 
you plainly pointed out the game that was played by the shipowners in their 
wholesale transfer of their tramp ships to the runaway flags. In the findings 
and conclusions of your report on those hearings you stated: 

“The committee fully recognizes the fact that these tramp-vessel owners 
are in business to make a profit and that the tactics being employed are designed 
to ‘make hay while the sun shines.’ However, the committee recalls that the 
American-flag tramp fleet is comprised almost entirely of war-built Liberty 
ships purchased under the Merchant Ship Sales Act of 1946. This act was 
designed to foster the development and encourage the maintenance of an efficient 
and adequate American merchant marine for the needs of the commerce and the 
security of the United States. The Congress then passed the Cargo Preference 
Act without which it became apparent that the American tramp fleet could not 
continue to exist. 

“The sales authority under the 1946 act finally terminated on January 15, 
1951. It is noteworthy that about 27 of the total of 69 vessels transferred 
to foreign-flag registry since Agust 16, 1954, were purchased from the Govern- 
ment during the last few weeks before the cutoff date of January 15, 1951. 
That was the period following the outbreak of war in Korea when there was 
a good prospect for profitable earnings for some time to come. Now, only 4 
years later, the owners have transferred one-half the United States tramp fleet 
to foreign-flag registry; and with the vessels that remain under the American 
flag they are playing a cat-and-mouse game with the cargoes offered by the 
United States Government. 

“Tt was said that at the outset of the recent transfer program the tramp- 
ship owners indicated a desire to remain under the American flag but that 
lack of cargoes available to American vessels in competition with foreign vessels 
left no alternative to transfer except scrapping or bankruptcy. Yet despite 
a steadily strengthening charter market in the last months of 1954, the enact- 
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ment of legislation which the tramp operators referred to as their ‘salvation’ 
and the known imminence of large bulk commodity programs under several 
statutes, there is no indication that any operator withdrew his transfer appli- 
eation in the interest of remaining under the American flag. In fact, when 
asked whether any operator had given thought to transferring vessels back 
to the American flag, the president of the Trump Shipowners Association re- 
plied, ‘We got out of the fire, and you want to put us back in again.’ 

“It is significant, of course, that under existing conditions the value of a 
Liberty dry-cargo vessel rose by at least $100,000 the minute it was permitted to 
transfer to foreign-flag registry. At the same time, each transfer meant the 
loss of job opportunities for some 40 American seamen. Owners of United 
States-flag vessels should bear in mind that many of the provisions of the 
1936 and 1946 acts were designed to protect American seamen as well as Ameri- 
can vessel owners. The committee can only conclude from the record of these 
hearings that the tramp-ship operators have not been loyal to the effort that 
has been and is being made to assist them.” 

In your report you also stated that the Maritime Administrator had not 
used good judgment in permitting transfers of tramp ships after about the 
Ist of November of 1954. You stated: 

“The result is that we now have an American tramp fleet which is or may 
soon prove to be wholly inadequate even to carry the minimum of 50 percent 
of Government cargoes provided for in the law. And the effect on freight rates 
for American-flag vessels of cutting the fleet in halves is all too apparent, 
as likewise is the extensive loss of job opportunities for American seamen 
resulting from such transfers.” 

Your report proved to be 100 percent correct. The tramp ships that remained 
under the American flag were wholly inadequate to carry even the 50-50 cargoes 
and the Government was eventually compelled to break out ships from the 
national defense reserve fleets in order to protect itself from the exorbitant 
und gouging rites being demanded and charged by the tramp shipowners 
remaining under the American flag. Also, in order that the tramp shipowners 
realize the approximate $100,000 per ship profit on the sale of Liberty ships in 
1954 and 1955, the Government was compelled to spend approximately the same 
amount per ship activated from the national defense reserve fleets. Thus, the 
American t?xpiyer actually paid the profits realized by the tramp shipowners. 

It is interesting to note that the wise opinion of your committee was shared 
by none other than a brandnew Maritime Administrator named Mr. Clarence 
Morse. In June of 1955, shortly after he became Maritime Administrator, 
Clarence Morse and the other members of the Federal Maritime Board held a 
heiring on the Coastwise Line Co.’s application to bareboat charter a Govern- 
ment-owned Liberty dry-cargo ship. The company stated that it could afford to 
pay only a $10,000-a-month charter rate. At this point of the hearing the rep- 
resentative of the American Tramp Shipowners Association stated that a 
month'y rate of $15,000 offered by one tramp shipowner was fair and reasonable. 
Mr. Morse broke in to retort that he, too, would like to make an investment on 
which he would make a 388-percent profit. Chairman Morse also stated, “I am 
not sympathetic with tramp owners for attempting to make too much hay while 
the sun shines. The Maritime Administration had its ears knocked down for 
bailing out the tramp shipowners through Jenient foreign transfer privileges 
last year.” [Italic ours] At that time we were encouraged by Mr. Morse’s 
position because we believed that, unlike his predecessor, he would not permit 
easy transfer foreign and the resulting rate squeeze on the Government as 
we'l as our private economy. Unfortunately, our feeling of encouragement was 
short lived. 

Mr. Morse, in explaining his easy policy of transfer foreign, has stated to 
you that, whenever a national emergency does not exist, American shipowners 
should transfer their ships foreign as freely as any private American citi- 
zen seiling any commodity foreign. This shocking revelation should convince 
you thot there is no long-range plan for an American-flag merchant marine in 
the administrative brunch of the Government. ‘'lUhis is even more shocking when 
we realize that the same administration is constantly supporting the granting of 
Government aid in order to bolster an American-flag merchant marine and then 
explains transfer foreign policy in a manner in which the aided ship is no 
different from nay other American commodity. Also, they are actually saying 
that section 9 of the Merchant Marine Act of 1936 is meaningless. This is a 
position which conflicts with the basic right of the Congress to arrive at con- 
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clusions and to enact laws designed to carry out their mandate. Certainly Con- 
gress would not have passed section 9 if they thought it unnecessary and that 
United States flag ships should be considered on par with a pair of shoes, 

This type of reasoning can only lead to the eventual destruction of an 
American-flag merchant marine. 

In appearing before your committee the Maritime Administration has taken 
the position that the Government should permit privately owned American- 
flag ships to be transferred foreign in order to avoid discrimination against the 
private shipowners as compared to the Government’s selling Government-owned 
ships to nationals of foreign nations. They specifically referred to the laws 
passed which permitted the sale of Government-owned small coastwise N-3’s 
and C1-MAYV-1’s to nationals of Brazil, Korea, and the Philippines. 

The Maritime Administration fully realizes that the restricted sale of spe- 
cific numbers of Government-owned ships to nationals of Korea, the Philip- 
pines, and Brazil was based upon the need to rehabilitate coastwise and inter- 
island trades of these nations. Secondly, we would be only too happy if the 
Maritime Administration would project the reasoning and agree to come before 
the Congress with bills covering specific numbers and types of privately owned 
ships which they wish to have transferred foreign. As a matter of fact, they do 
not even accept our argument that hearings should be held before the Federal 
Maritime Board whenever transfers foreign are being considered. 

it is interesting and important to note that whenever a bill is being con 
sidered to sell even small coastwise Government-owned ships to foreign na- 
tionals, the American shipowner associations appear before the pertinent con 
gressional committees in order to protect their interests against competition 
of the ships sold foreign. For example, in March 1954 the Pacific American 
Steamship Association appeared before your committee when you were holding 
hearings on the sale of 6 C1-MAV-1’s and 2 N-3’s to Philippine nationals. As 
you will recall, this bill was designed to rehabilitate the interisland trade of 
the Philippines. Moreover, the eight small ships considered for sale were 
already operated by Philippine nationals who had chartered these ships from 
the United States Government. One of the provisions that PASSA wished 
to amend was that which for 10 years restricted the operation of the eight 
small ships to the interisland trade of the Philippines, and which restriction 
could be waived by the Secretary of Commerce. PASSA’s recommendation 
was that the restriction should be in force for 5 years after the date of sale, 
but that the restriction should be unequivocal and not “subject to the discre 
tion of the Secretary of Commerce.’ The reason they gave is as follows: 

‘“* * * We suggest this compromise proposition for the reason that machin 
ery whereby the approval of the Secretary would be granted does not specifi 
eally include the requirement that the American-flag operators be given an 
opportunity to express their views prior to their approval. Since these Ameri 
ean-flag operators have invested heavily in merchant vessels under the terms 
of the Ship Sales Act, they should be given an opportunity to give their views 
on the competitive disadvantages which any such decision by the Secretary 
of Commerce might involve.” 

The American Merchant Marine Institute expressed their views on the sales 
of the small ships to Philippine nationals with a very strong reservation. Dis- 
regarding the merits or demerits of their case, their argument was that prior 
to the passage of the bill the Philippine Government should first agree to elim 
inate a tax discrimination against American-flag shipping. They stated «as 
follows: 

“Inasmuch as Senate Joint Resolution 72 is primarily, if not entirely, an at- 
tempt to give more favorable financial treatment to the Philippine charterers of 
ships already in their hands and already engaged in the domestic Philippine 
trade, and if the terms of the resolution were amended to require that “any ves- 
sel sold under this joint resolution shall for a period of 10 years from the date 
of sale of the vessel, be operated only in the interisland commerce of the Phil- 
ippines,”’ the American Merchant Marine Institute would not object to the 
resolution in principle provided that it will be used, as we have been inform- 
ally assured the Brazilian ship sales authority will be used, to bring about re 
moval of existing governmental discriminations against American-flag shipping. 
Unless this financial benefit for the charterers of these ships is to be so utilized 
as to advance the national interests of the United States and of the merchant 
marine through appropriate diplomatie discussions with the Philippine Govern- 
ment to eliminate these discriminations, we would most strenuously object to 
passage of the joint resolution.” 
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They concluded their statement recommending the amendment of the bill 
with the following language: 

“Such sales shall not be made until— 

“(a) After consultation with the Secretary of State it is determined that the 
sale of such ships to citizens of the Republic of the Philippines would serve the 
interests of the foreign policy of the United States through the elimination ot 
discriminations against American-flag shipping in international commerce with 
the Republic of the Philippines, and otherwise: and 

“(b) After consultation with the Secretary of Defense it is determined that 
that the sale of such vessels would not adversely affect the defense of the 
United States. 

“Third. Eliminate from line 21 on page 2 the authority of the Secretary of 
Commerce to release any of these vessels from the restriction that for a period 
of 10 years they shall be operated only in the inter-island commerce of the Phil- 
ippines. The institute feels that this should be a statutory limitation similar 
to that provided for in H. R. 6317, the Brazilian ship sales bill.” 

Mr. George Morgan, president of the Association of American Ship Owners, 
submitted a statement to your committtee which certainly sounds like the 
AFL-C1O maritime committee speaking out on transfers foreign. His state- 
ment contained this language as follows: 

“If enacted, Senate Joint Resolution 72 would permit the sale to citizens of 
the Philippines of 6 war-built CI-MAV-1 and 2 N-3 type vessels now under 
charter to such citizens, 

“The bill further would permit such vessels to continue to be operated under 
such charters pending execution of sales agreements and delivery of vessels 
thereunder. 

“One fundamental and important principle of the Merchant Ship Sales Act of 
1946 was that war-built ships should remain on sale for a specified period of 
time and that thereafter the Government would cease to be a seller in the market, 
would withdraw its ships from sale, and would place them in reserve for use 
only in an emergeney. 

“The Government’s assurance that it would withdraw its huge surplus from the 
market was an important consideration in the minds of American citizens who 
purchased ships under the act. If the Government had remained in the market 
as a seller, its vast supply of ships would have depreciated substantially the 
value of those sold and the invested capitaal represented thereby. 

“With these thoughts in mind, our association believes it a matter of great 
importance that the Government should not now break faith with those of its 
citizens to whom it sold ships. Those now wishing to buy ships should pur- 
chase them from private owners in the private market. We are advised that 
C1-—MAV-1 vessels owned by American citizens are available and that other 
suitable vessels are available in foreign markets. We think that the interests of 
the American merchant marine, in particular, and of world shipping zgen- 
erally, require that Philippine interests solve their shipping problem in this 
manner, 

“Today the world shipping market is such that available shipping space ex- 


ceeds cargo requirements by a substantial amount. In other words, the worl 
shipping market is overtonnaged. Whenever that situation exists, the first 
group to be hurt is the unsubsidized segment of the American merchant marine. 
with costs 4 or 5 times as great as foreign ships. An overtonnaged market 


drives unsubsidized ships into lay-up, and today many American ships are 
idie. Furthermore, the situation is such that many low-cost foreign ships can 
find no cargo and are laid up. Under such circumstances, it seems clear that 
a reduction in world tonnage by retiring from service United States Government- 
owned and chartered vessels would promote the interests of unsubsidized 
owners. 

“The sale of these ships by our Government would obviously not decrease the 
present oversupply of world tonnage. But if these ships on charter to the Phil 
ippines were withdrawn from the market and if privately owned ships were 
used to replace them, the existing surplus would be reduced. Such a reduction 
shonld benefit private owners. 

“It would seem that sufficient time has passed since the end of World War II 
for the Philippine Government or for Philippine shipowners to aequire by con-! 
struction or by purchase in the private market, the ships that are necessary for 
the interisland trades. Possibly such acquisition has been discouraged by our? 
apparent past willingness to continue these charters. But I think the time has 
come to take these ships off the market, and if our intention to do so is made 
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clear it would seem that the Philippines within 3 months could make arrangements 
in the private market for their replacement.” 

The important point which we are making by quoting the shipowners’ position 
on the sale of Government-owned ships to foreign nationals is that they, too, 
become extremely concerned about competition of foreign-flag ships when the 
transferred ships are not their own. However, it does not require deep thought 
to conclude that competition of Government-owned or privately owned ships 
resulting from transferring these ships foreign is the same. Therefore, we are 
hopeful that they recognize the long-range dangers of free transfer foreign and, 
in particular, the so-called effective-control concept. 


V. UNITED STATES SHIPBUILDING BASED ON TRANSFER FOREIGN 


We have already briefly touched on the scuttling of the trade-in-and-build 
program for new tankers. Under that program there was realized the building 
of only six tankers. This desirable trade-in-and-build program, which was 
strongly supported by the Department of Defense and the Maritime Administra- 
tion, met an immediate death as soon as the world ma-ket prices for T-2 tankers 
exceeded the book value prices which were being paid when traded in to the 
Government. The Maritime Administrator at this point should have vigorously 
exerted every possible effort toward having the Government pay the restricted 
world market value for the traded-in tanlcers. Instead, he embarked upon a 
transfer foreign-and-build program which is costing the taxpayer even more 
and, in the long run, will prove to be one of the costliest shipbuilding “programs” 
developed by the Maritime Administration. 

As we have stated, some of the Senators on the O'Mahoney committee have 
concluded that the increased price of oil following the Suez crisis will cost the 
American consumer an estimated $1 billion a year. And we repeat that an 
important factor in this price increase was the shortage of tankers due to the 
extended voyages around the Cape of Good Hope. It is obvious that the scare 
publicity given to the tanker-shortage situation encouraged the oil companies to 
drastically raise their price because they knew that the American consumer 
would not complain. 

The world shortage of tankers zoomed the prices of tankers sky high. Thus, 
the transfer foreign-and-build program actually is enabling the large oil com- 
panies to realize a windfall profit which enables them to build new tankers for 
very little capital outlay. For example, the Esso Shipping Co., in one deal, 
agreed to build 2 tankers aggregating 75,600 deadweight tons at a total cost of 
$23.4 million. For this they have been permitted to transfer foreign 5 T-2 
tankers. They had purchased these tankers from the Government some 8 years 
ago for about $1144 million each, or a total of $7144 million. These ships, depre- 
ciated at their purchase price, would now be worth a total of approximately 
$41 million. On the foreign market, however, they valued up to $414 million 
each, or a total of $22.5 million for the 5 T-2 tankers. This means a profit of 
$18 million for Esso. On top of this deal the Government is paying Esso $540,000 
as a national-defense feature. Thus, Esso can build 2 new supertankers worth 
a total of $23.4 million for a total outlay of new Capital of only $4.9 million, or 

2.5 million each. 

It is not surprising that Esso and the other oil companies are strongly applaud- 
ing the Maritime Administration's policy of transfer foreign-and-build. Nor is 
it surprising that they had lost all interest in the trade-in-and-build program. 

In the above paragraph we mention the $540,000 national-defense allowance 
the Government is paying for each of the 2 tankers being built by the Standard 
Oil Company of New Jersey. This allowance is important enough to be given 
separate and careful scrutiny by your committee. The Maritime Administra- 
tion states, “The allowance was for excess speed, that is, with respect to 18.3- 
knot vessels, which represented 2 knots in excess of the commercial requirements 
of 16.3 kn>ts.” 

In a letter to us, dated April 3, 1957, the Maritime Administration states that 
they have awarded national defense allowances (speed) of $1,050,000 each for 
2 new Esso tankers built under the trade-in-and-build program, and $770,000 
per ship for 2 Esso tankers to be constructed under the transfer foreign-and- 
build program. 

Without judging the merits or demerits of the national-defense allowances 
made to Esso. we think that you mav wish to raise the following questions: 
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1. Specifically how were these allowances calculated and why the sharp 
difference in allowances for the 2 tankers under the trade-in-and-build 
and the 2 under the transfer foreign program? 

2. Why were these allowances made to Esso and not to other tanker com- 
panies? If the other companies are building slower tankers, then why the 
special speed requirement for only four tankers? 

3. How was the 16.3-knot requirement for commercial utility arrived at? 

It should be pointed out that some of the American-owned foreign-flag tankers 
have 17- to 17.5-knot speeds. In fact, foreign subsidiaries of the Standard Oil 
Company of New Jersey and other American oil companies are operating and 
building tankers of 17 and 17.5 knots. For example, the Cities Service 4 Liberian- 
flag tankers are each of 38,937 deadweight tons with 17.5-knot speeds. The 
following Standard Oil Company of New Jersey foreign-flag tankers are 17- 
knot ships: 


Name of ship: Flag 
Esso York__--- ; senses tryout sc ai ein 2ieds eg enics ah ee Gndcepnid COM 
Esso France _. a eee aka Se ee ; _.. France. 
Esso Colombia : biiede 7 _ Panama. 


Bsso Munchen wie thd agit miei Germany. 


The Standard Vacuum Oil Co., a Panamanian-flag subsidiary of the Standard 
Oil Company of New Jersey, is building two 17-knot tankers in foreign yards 
for Panamanian-flag operation. We believe that you may wish to ascertain the 
speeds of all of the 44 tankers being built by Esso foreign-flag subsidiaries as 
of June 30, 1956. This may help to determine whether the maximum commercial 
utility speed is 16.83 knots, which is allowed for Government payment of millions 
of dollars to Esso. 

On April 1, 1957, there were 87 tankers under construction or on order in our 
private United States shipyards. By speeds, the numbers of tankers were as 
follows: 





Speed 

Number of tankers (87): (knots) 

4 " 7 ssitlabionaianeiiiuiecian a icin niacin sila ae eicslecces sian 

3 aie Ua cali lias ini se aiid bits Sees ee 16%, 

ie i ae seilcalssissaicadinldiedlai ssiilseidaiaiasigd da Sipicalict sean ee 

ae m solid tat iestiaiibel sche oa cea nasil allity decease aia ‘nidieuit abana 

11 atgalicaciais es kiuteaicealentat tes sy clk shi cll acialeepceialniine piNcsthanans ace eae 

ani in audicisidide sd macau abel sehen eal icegtieltaati cae 

7 ‘ Pees sith eipsuan ee 

1 oo -r “ riers , a bee Ba ?0. 


The above table shows that the average tanker building in United States 
private yards is 17 knots. It is our understanding that only the Esso ships 
have been awarded Government money for the so-called national defense speed 
allowance in excess of 16.3 knot commercial utility. 

The Maritime Administration justifies the transfer out of good, usable T-2 
tankers and dry-cargo ships with the argument that they are providing new con- 
struction work for American shipyards and they are also replacing ships which 
are becoming obsolete. These arguments on the face appear to be reasonable. 
However, we checked into it carefully. The present shipbuilding “program” 
is not all that it is cracked up to be. Table VI shows the “recap” of the ship- 
building under contract in private American shipyards as of March 1, 1957: 


TABLE VI.—United States private construction under contract for merchant ships 
of 1,000 gross tons and over, as of Mar. 1, 1957 


! 

| ' : 
Number Deadweight 
tons 





Tankers: 
For foreign flag accounts 31 1, 442, 900 
For United States flag under transfer-out program 48 1, 859, 700 
For United States flag under trade-in program 2 75, 600 
For United States flag (no Government participation 7 248, 900 
Total tankers___- 88 3, 258, 100 
Passenger-cargo 4 36, 216 
Grand total, tanker and passenger-cargo 92 | 3, 294, 358 
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It should be noted that private American shipyards had orders to build 92 
merchant ships, aggregating 3,294,358 deadweight tons. Of these 92 ships, 8S are 
tankers, aggregating 3,258,100 deadweight tons, and 4 are passenger-cargo ships, 
aggregating 36,216 deadweight tons. Of the 88 tankers on order, 31, aggregating 
1,442,900 deadweight tons, are for foreign-flag accounts. This indicates the 
spillover of tanker orders which are backlogged for as long as 7 years in foreign 
shipyards. Therefore, these orders were placed in American yards for prompt 
delivery. 

Of the 88 tankers only 2, aggregating 75,600 tons are being built under the 
trade-in-and-build program. 

There are 48 tankers, aggregating 1,859,700 deadweight tons being built under 
the transfer-out-and-build program. 

it is obvious to us that the Maritime Administration is taking credit for pro- 
viding work for the shipyards which they could not have kept out if they had 
tried. Moreover, this would have happened with tankers if there was not 
a single tanker transferred from the American flag. The tank-ship operators 
would be only too glad to be able to build new tankers for American-flag pro- 
tected coastwise operation and for foreign-flag operation, because they know 
that they cannot get deliveries from foreign yards and that shipbuilding costs 
will continue to rise. As a matter of fact, the present steel shortage does not 
permit the expansion of shipbuilding even to the point where we could realize 
the stated goal of 60 ship deliveries a vear, with the resulting employment goal 
of 36,000 shipyard workers. On February 6 the Maritime Administrator had 
told you that there is a steel shortage of 40 percent and that the employment 
on new construction in purely commercial private shipyards at the present time 
is only approximately 12,500. We believe that this committee would render our 
Nation a great service if vou would strive to convince our Government that a 
steel priority should be granted to our private shipyards in order to achieve 
the goal of 60 ships a year, which is designated as the minimum security 
requirement for our national defense 

The Maritime Administration has issued releases stating that the tanker 
transfer-out-and-build program is having no adverse effect upon the replacement 
of passenger and dry-cargo ships. It is our firm opinion that this ts com 
pletely untrue. Due to the steel shortage, there have been delays in the build 
ing of the four new passenger-cargo ships which are being constructed under 
the provisions of the Merchant Marine Act of 1936. Also, it stands to reason 
that with the present “program” any building of passenger and dry-cargo ships 
will be in direct competition for steel and shipways, which makes it virtually 
impossible to undertake such a prograin. 

This state of affairs has been highlighted by the fact that the original budget 
request for ship construction for fiscal year 1958 had been cut from $120 
million to $94.5 million by the request of President Eisenhower. The House 
of Representatives further cut the appropriation down to $3 million. The rea- 
son for these cuts is that the Congress of the United States has been appro- 
priating money for the replacement of passenger-cargo and dry-cargo ships 
which are not being built. The fault seems to lie with the Administration’s 
concentration on having tankers built for United States and foreign accounts. 
This can be most serious and expensive to our maritime industry and to the 
American public. 

It can be costly to the maritime industry because Congress may be willing to 
appropriate approximately $120 million a year, spread over many years, where 
they may refuse to appropriate twice that annual amount over a concentrated 
number of years. 

It can be costly to our Government because the longer we delay in replacing 
the subsidized fleets, the more it will cost in construction subsidy because of the 
rising shipbuilding costs. Also, in this period of extremely high activity in 
foreign shipyards, the shipbuilding costs in foreign yards have risen sharply to 
the point of somewhat closing the gap between foreign and American shipbuild- 
ing costs. At this time this would mean less money to be appropriated by our 
Government for construction subsidy to subsidized ships. After the mad ship- 
building rush subsides in foreign yards and the backlog is eliminated, the foreign 
yards, in sharp competition with each other, will sharply decrease their costs. 
Then the spread between American and foreign costs will greatly widen. At 
that time our Government will be compelled to pay a much higher percentage of 
construction differential subsidy to the American shipyards. This aspect of the 
entire shipbuilding situation must be carefully investigated in order to ascertain 
the dollar meaning of the present shipbuilding “program” versus a long-range 
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program designed to benefit our Nation, rather than any particular segment of 
the maritime industry. 

In testifying before your committee during these hearings, the Maritime Ad- 
ministration submitted to you tables entitled “Comparative Employment Trade- 
Out-and-Build Program, July 1, 1955—-Mareh 15, 1957.” These tables are so 
ridiculous that it does not even warrant analysis and reply. Anyone who would 
claim that a transfer-foreign program is resulting in building ships with a 20-year 
life which are replacing ships having a 7- or 8-year life and then project this into 
man-years of seagoing employment is, in our firm opinion, dealing less than fairly 
with statistical byplay. Our only comment is that the transfer-out-and-build 
program will adversely affect seagoing employment, and also shipyard employ- 
ment. With the development of the “effective control” concept the entire Ameri- 
ean merchant marine is in danger, and, without an American merchant marine, 
there cannot be an American shipbuilding industry in normal times. 

The Maritime Administration had recently given you tables showing the num- 
ber of ships and the dollar values of these ships delivered or contracted for in 
private United States shipyards during the period January 1, 1950, to March 1, 
1957. A recapitulation is contained in table VII. 


Taste VII.—Dollar value of merchant-ship construction of 1,000 gross tons and 
over in United States private yards, 1950-57, delivered or contracted for 





Delivery year | Number of Value (in 
| ships | thousands) 

LOK atl 24 | $138, 375 
1951 10 | 101 
1952 19 
19438 38 | 
1954 . 36 
1955 8 
1956 9 
1957 21 


Source: Office of Ship Constructton and Repair, Maritime Administration, Mar. 25, 1957. 


The sbove table tells an amazing story which is directly contradictory to the 
Maritime Administration’s claim that the shipbuilding industry of our Nation 
never had it so good. For the period 1950-57 the number and the dollar value 
of ships, by delivery year, reached a peak in 1954 when there were 36 ships de- 
livered or contracted for vained at $276,500,000. It should be noted that the 
good shipbuilding vears of 1952, 1953, and 1954 were heavy with the desirable 
Mariner building program. This program, although criticized by some in the 
pust, has resulted not only in providing solid work for our private shipyards, 
but also provided new modern cargo ships which are presently sailing the high 
seas. Thus, it is no secret that, if the Maritime Administration desires, they 
could plan and carry ont a constructive shipbuilding program instead of relying 
upon one which is short range in benefit and long range in detriment. 





VI. THREAT TO MARITIME NATIONS 


It has been and is our strong opinion that, unless positive action is taken by 
our Government and other governments, it is only a matter of time before the 
merchant fleets of all major maritime powers are scuttled. This threat is real 
and should not be minimized. Nor should we be naive to the point of believing 
that the operation of ships under these flags will result in decreased shipping 
rates which reflect their low cost of operation. It has been proved that, unless 
we and other maritime nations maintain our own merchant fleets, in time we 
ure subjected to rate gouging that offsets any temporary saving. Moreover, 
it places our Nation at the mercy of foreign shipowners, many of whom have no 
loyalty to any country or any ideology. This threat has been recognized by all 
bona fide maritime nations as well as the shipowners and merchant seamen of 
those nations 

It is unusual to read an account covering a meeting of foreign shipowners 
or unions without reading about a discussion on the threat of the runaway 
flags to the merchant marines of their respective nations. As a matter of fact, 
the International Transport Workers Federation, which speaks for the seamen 
and other transportation workers of the free world, has passed strongly worded 
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resolutions condemning the trend of transferring to and building new ships for 
the runaway flags of Liberia, Panama, and Honduras. 

In the United States the maritime unions are not alone in voicing concern over 
the transfer foreign of our ships and the maintenance of a strong United States 
merchant marine. In the February 1957 issue of the American Legion’s Mer- 
chant Marine Bulletin, there is an editorial by Mr. Henry C. Parke. This edi- 
torial strongly supports an adequate American-flag merchant marine. It is as 
follows: 

“Our Poticy STanps UP 


“(By Henry C. Parke, chairman, national merchant marine committee, the 
American Legion) 


“Nothing could have vindicated more emphatically the merchant-marine 
polices which the American Legion, through its merchant murine committee, has 
always supported than the recent events in the Middle East and their repercus- 
sions on the shipping of this country and the world. The protracted closing of 
the Suez Canal, one of the chief arteries of that shipping, altered overnight many 
of the patterns of trade, upset the balance between supply and demand of 
merchant tonnage, and above all showed how indispensable an adequate merchant 
fleet is to this country’s commerce and defense. 

“Take the last point first. The allied action against Egypt created an instant 
emergency for American nationals in the zone of fighting. Mass evacuation was 
necessary. Foreign shipping, even if it were desirable to use it under such 
circumstances, was probably not available. It would take time for American 
naval craft to reach the scene, and when they did their passenger accommoda- 
tion would be both limited and uncomfortable. Fortunately—and thanks to the 
national policy embodied in the Merchant Marine Act—there was in the imme- 
diate area an American-flag passenger liner, the F.rochorda, which reached 
Alexandria ahead of the Navy and was of vital assistance in the evacuation. 

“More broadly, the aftermath of the Suez crisis has shown that we do not have 
enough ships of our own—either dry-cargo or tanker—to cope with a major com- 
mercial dislocation of this sort, and very prebably would not have enough to meet 
immediate defense needs should we be drawn into the military phase of any com- 
parable crisis anywhere in the world. It has shown us, too, that the often 
repeated fable of the ready availability of foreign-flag tonnage to supply our own 
deficiencies is a fable and nothing more. It is understood that Britain, for 
example, even had to postpone her own operations for lack of readily available 
British-flag shipping. There would certainly have been none available to meet 
our needs, had a real military need developed. 

“We know now, with greater certainty than ever before, that the course of pru 
dence is the course plotted in our merchant-marine resolution. In the light of 
what has happened and is still happening, we must press even more strongly for 
the realization of its objectives.” 

We are happy to note in this editorial Mr. Parke makes it amply clear that when 
he uses the term American merchant marine he means American-flag merchant 
marine. 

The American shipowners and their associations strongly argue for an Amer- 
ican-flag merchant marine adequate to serve as the fourth arm of defense in 
war and to develop our foreign commerce in peace. An outstanding example of 
their position is contained in a brochure entitled “The Fourth Arm of Defense” 
which was released by the National Federation of American Shipping in 1951. 
At that time the Federation represented most of the shipping companies under 
the American flag. The introduction of their booklet was as follows: 


“UNITED STATES SHIPPING’S GOAL 


“We of the industry envision a privately owned and operated merchant 
fleet of modern combination and cargo vessels under the United States flag, 
manned by American officers and seamen, transporting all of our domestic coast- 
wise, intercoastal, and territorial commerce, and at least one-half of our imports 
and exports, backed by a fleet of modern passenger vessels providing transporta- 
tion and communication between the United States and important areas.”’ 

The text of the brechure contained arguments showing that our Nation must 
rely on United States-flag merchant ships and not on foreign ships during war as 
well as peace. We will not burden you by repeating their arguments you have 
heard when they appeared before you in support of 50-50 and other pro-American 
merchant-marine bills and legislation. No one has heard them say that pro- 
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American merchant-marine legislation is unnecessary because the runaway fleets 
are under the “effective control” of the United States and should be considered 
as part of our merchant marine. 

Recently we had been encouraged by newspaper stories which stated that the 
Gulf Oil Corp. did not intend transferring T-2 tankers, which were approved 
for transfer foreign. The newspapers quoted Mr. Carl F. Vander Clute, general 
manager of the marine department of the Gulf Oil Corp., as saying that even 
though the company had received permission to transfer ships foreign, they would 
not do so because they could “use all the tankers it has under the United States 
flag.’ Our optimism was shattered when Mr. Vander Clute advised the Senate 
Interstate and Foreign Commerce Committee that the company was not trans- 
ferring the T—2’s immediately because they needed the ships for their coastwise 
operations. He stated that the company would transfer the ships foreign in the 
future. 

It has often been argued that our position against transfer foreign of Ameri- 
can-flag tonnage is a negative one which can only end with the scrapping of the 
ships after they are fully depreciated. To this we have always stated that in 
the long run the American shipowners, as shipowners of any other bona fide 
maritime nation, actually would be better off to use their ships until they are 
scrapped. Our position is not unique. This has been stated in shipping circles 
the world over for quite some time. One of the best explanations of this posi- 
tion appeared in the March 30, 1949, issue of The Shipping World, which is 
the foremost British shipping magazine. The article entitled “The Replacement 
Program—Sell Abroad or Scrap and Build?’ states in part as follows: 

“Shipbrokers who worked on the markets in the doldrums of the 1930's will 
remember the difficult task of finding a freight which a vessel could carry with- 
out loss. The exception was the new, economy type of ship with which the owner 
was able to trade at a moderate profit. The new ships of the period of depression 
were built at small expense, which added to the advantage which their modern 
design gave them through low running costs. Those owners, therefore, who, 
through thick and thin, persevered in their policy of replacement, were able to 
make headway against the adverse conditions then prevailing, and to emerge 
from them with an efficient fleet. 


“Sale of old vessels 

“The British policy of replacement had one characteristic which, the opinion 
is held in many quarters, added to the owners’ difficulties in times when tonnage 
was in excess of demand. They sold their old vessels, mostly to foreign buyers, 
in order to raise some of the capital required for their new purchases. One well- 
known London firm of shipowners was an exception and maintained by precept 
and example that British shipping was ill served by allowing its older shipping 
to crowd the trade routes under competing colors. They sold their old ships 
for scrap prices which involved a total sacrifice of many thousands in comparison 
with what they could have obtained from foreign buyers. In the years before 
the war some foreign vessels, notably those under the Greek flag, could be 
operated at a lower running cost than the British. This advantage, added to 
that of low capital charges on vessels bought cheaply, was enough to compensate 
for the comparative inefficiency of the ships which changed ownership and flag, 
causing a fall in the percentage of shipping of British nationality. 
“700 many ships 

“The arrival of new ships upon the seas, unaccompanied by a corresponding 
departure of old ones, helped to produce an excess of tonnage which depressed 
the market so much that new building eventually came to a stundstill. Urgent 
steps had to be taken to resume the creation of a modern merchant fleet and 
reawaken the silent shipyards. The scrap-and-build scheme was put into opera- 
tion—two obsolete ships scrapped for every new one ordered with the encour- 
agement of a Government loan on easy terms. The plan worked well and a 
worthwhile number of good new ships was the result. <A crisis of overpopulation 
would arise in the world if 10 years were added to the span of life, and, in 
fact, something of the kind has already taken place in many countries as a result 
of improved conditions. That human problem cannot be solved by the brutal 
methods of wild life, but the case of ships is different. Old vessels should give 
place to new, except when every vessel which can be pressed into service is 
required for an emergency, as in the last 10 years. The occasional sale of old 
vessels may well be to the general good if it is to enable buyers of ability with 
only limited capital to make a beginning—some of our best shipowners started 
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in that way—but the disposal of obsolete ships involving a transfer of flag 
has been found to react to the detriment of British seamen, shipowners, and 
shipbuilders. When the necessary adjustment of building prices is reached, 
enabling ships to be ordered with reasonable prospects of an unsubsidized and 
productive career, encouragement to scrap and build may well be a policy worthy 
of consideration by the Government.” 

We wholeheartedly agree that if worse comes to worse in the shipping in- 
dustry it would be better to scrap our ships than to transfer them to the run- 
away fiags, in order to at least preserve a segment of our industry. We are 
certain that we are not exaggerating when we state that if we continue a 
policy of permitting our ships to transfer to the runaway flags, those flags will 
be the only merchant marines in the future. 

The above article has even more meaning when we consider the present 
transfer-foreign program under which the ships being transferred still have a 
utility of 7 or more years. In the particular case of the T-2 tankers the oil 
companies certainly cannot complain about the value they received for the money 
they paid to the Government in purchasing these tankers, whose average do- 
mestic war cost in 1944 was $3,010,703. They were purchased by the companies 
for the average price of approximately $1,500,000 and were used in the pro- 
tected domestic trades reserved for American-flag ships by law. Therefore, 
we believe that the purchasing companies had received more than a bargain 
even if they scrapped the ships at the end of their 20-year life. 


VII. SIZE AND COMPOSITION OF UNITED STATES MERCHANT MARINE 

Until the so-called effective-control concept is wiped out of the thinking of 
the agencies responsible for the administration of laws designed to achieve 
an adequate American-flag merchant marine, our merchant marine will sink 
under the weight of the runaway-flag fleets. Up to now, the growth of these 
fleets has been nurtured largely by tankers and dry-cargo tramp ships. How 
ever, it is only a matter of time before these runaway-flag operations are ex 
tended into our berth-line services. This we believe is inevitabl Therefore 
until such time that the effective-control concept is replaced by the mandates 
contained in our merchant-marine laws, little purpose can be served by dis 
cussing the desirable size and composition of our merchant marine in specific 
numbers, 

We believe that unless and until the preamble of the Merchant Marine Act 
of 1936 is taken seriously our merchant marine has no el e to survive 
The key to this entire problem is contained in defining conclusively the termi 
nology United States “merchant marine” and “substantial portion,” which in 
the 1936 act preamble refers to that portion of our foreign waterborne trade 
which is to be carried by the American-flag merchant marine. 

The Maritime Administration continues to paint a glowing picture of the 
future of the American-flag merchant marine. We would agree with their 
cheerful projection if they would administer the laws in accordance with the 
intent contained therein. Tables VIII and IX conclusively show that our 
American-flag merchant marine is not holding its own in world position. 











TasLe VIII.—Long tons of total United States waterborne forcign trade, 
1952-56 * 


t in Pert 
Dat otal t United States!/United Stat 
ip 
1952 187, 918, 352 64, 375, 208 +4 
195. 177, 977, 946 51, 716, 142 29. 1 
1954 177, 044, 770 48, 708, 794 27.6 
1955 a 2265, 174, 575 53, O61, 854 25 
1956 2 969, 818, 000 2 60, 004, 000 2? 


1 Source: Statistical Abstract of the United States 1956, U. 8. Department of Commerce, p. 583. Excludes 
Army and Navy cargoes 
3 Estimation based on first 11 months of 1956. Source: Bureau of Census, Shipping Division. 
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TABLE IX.—Number of ships, manpower of active United States merchant 
marine, and percentage United States foreign trade carried in United States 
ships 


Percent of 
United States 
Number of Number of | foreign water- 
ships | seamen jobs!| borne trade 
carried in 
United States 


ships 





Jan. 1, 1952 2 O09 8, 000 

Jan. 1, 1953 1, 469 70, 850 

Jan. 1, 1954 1, 384 6, 350 

Jan. 1, 1955 1, 247 58, 800 

Jan. 1, 1956 1, 072 MH, 329 

Jan. 1, 1957 1, 099 58, 184 (3) 
Source: Maritime Adn trat ithlv d heet ships of 1,000 gross tons and ov 
Estimated 
NOT a hi Die 


Table VIII shows that in 1955 our foreign waterborne commerce sharply 
increased by 28 percent over 1954. It also shows that in 1956 our foreign 
waterborne comnierce increased another 19 percent over 1955. However, in 1954 
our ships carried 27.5 percent of our total export-import waterborne commerce 
as compared to 23.5 percent in 1955 and an estimated 22.2 percent in 1956. This 
is most disheartening because the handwriting on the wall is clear. We are 
being written off from the carriage of our own foreign trade. 

Taxle IN shows that from 1952 to 1956 the number of American-flag ships 

ud jobs aboard these ships consistently declined. This is even true during 
1955 when our foreign waterborne commerce increased by 28 percent. Also, the 
downward trend in our merchant marine continued in 1956 when our foreign 
waterborne trade was increased by 19 percent over 1955 and 56 percent over 1954. 

Table IX shows that on January 1, 1957, our merchant marine consisted of 
1,099 ships manned by 58,184 seamen as compared to the 1,072 ships manned by 
56,529 seamen on January 1, 1956. This shows a gain of 27 ships and 1,755 jobs. 





hi that we could interpret these figures as a change of pace showing our 
merchant murine on the upturn. However, we regret that we cannot. ‘The slighi 
increase in ships and jobs in our merchant marine in 1957 has been caused by 
the breakout of Government-owned ships needed to service our foreign trade. 
The Suez crisis resulted in the shortage of ships throughout the world, and the 


Government reserve-fleet ships are used to overcome this shortage. Our obser- 


fj 
vation is confirmed by the fact that on January 1, 1956, our active merchant 
marine consisted of 1,047 privately owned ships and only 25 Government ships 
as compared to January 1, 1957, when our privately owned merchant marine 
decreased to 1,039 ships, and the Government-owned ships increased to 60. Thus, 
it is obvious that as soon as the canal is opened, the foreign-flag ships will again 
drive the Government-owned ships back into the reserve fleets and our active 
merchant marine will automatically decrease in size. 

Today our American-flag merchant marine is carrying only slightly over 20 
percent of our total export and import waterborne trade. This is a far ery from 
the 50 percent which is used when speaking of the definition of “substantial 
portion” contained in the preamble of the Merchant Marine Act of 1936. There- 
fore, the size and composition of our merchant fleet is far from the goal estab- 
lished by Congress. Furthermore, the trend is such that we will sink even deeper 
and, with the continued application of the “effective control” concept, we could 
be sunk completely. 

Prior to the “effective control” concept our Government agencies could and 
did claim that our merchant marine was deficient qualitatively and quantita- 
tively. However, if this concept is taken seriously, the implication is that our 
merchant marine is adequate as long as our foreign waterborne commerce moves. 
Thus, it becomes clear that someone is confused. 

Discarding the “effective control” concept, we state that our merchant marine 
is deficient qualitatively and quantitatively as long as we are not carrying at 
least 50 percent of our foreign waterborne trade, as long as our coastwise fleets 
are not revitalized, and as long as our American-flag ships are not sufficient to 
serve us and the free world in the initial phase of a mobilization base. 
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We are hopeful that you will not close your hearings on this problem until 
the Government agencies agree to live up to the letter and spirit of the law and 
to submit to you their judged requirements of a merchant marine under the 
American flag. In other words, you must ascertain what they believe to be an 
adequate American-flag merchant marine, regardless of their impression of the 
availability of the ships under the flags of convenience. Their estimates must 
then be judged by you in terms of past experiences and future expectations. 

In your attempt to have the Marad-Navy group or any other group spell out 
the specific needs of an American-flag merchant marine, you should stress the 
very sharp deficiency of American-flag ore carriers and tankers in our foreign 
trade. This is most important because oil and steeel are still the basic in- 
gredients required in a pulsating economy and in the event of a national emer- 
gency. 

Specifically speaking of ore carriers, our Nation should be greatly disturbed 
by the trend which shows that the large American steel companies are following 
the example set by the large oil companies and are utilizing foreign-flag ore car- 
riers. Also, it is most distressing to note that these large corporations are con- 
structing all of their new ore-carrier tonnage in foreign yards for foreign-flag 
operation. This is an extremely serious problem because our Nation has become 
a “have not” Nation as far as iron ore, tungsten, and manganese are concerned. 
Our dependence on the import of iron ore is caused by (1) the depletion of iron ore 
in America; (2) the sharp decrease in iron content in the remaining American 
iron ore; and (3) the discovery and development of high content ore in such 
countries as Brazil, Venezuela, Labrador, and Peru. For example, the iron 
eontent of the taconite ore mined in the United States is only 30 percent as 
compared with the foreign ore content of over 50 percent. Thus, with the de- 
pletion of our iron ore both in quantity and quality and the opening of rich 
foreign ore fields, our Nation will become more and more dependent upon the 
foreign mines and also the ocean transportation of these ores. 

In 1954 we imported a total of 25,824,000 long tons of metallic ores. More 
than half of this tonnage was iron ore which totaled 13,801,000 long tons. Sixty 
nine percent of the ore imported into the United States during 1954 was carried 
in foreign-flag bottoms. Only 31 percent was carried in American-flag ships. 
Moreover, excluding the 4,748,000 long tons of ore carried in American bottoms 
and discharged in Baltimore (a dominant Bethlehem Steel Co. operation), 
American-flag ships carried only 2,619,000 long tons of iron ore. Thus, our ships 
carried only slightly over 12 percent of our total ore imports other than those 
discharged in Baltimore. 

The ore problem will become more acute with the passage of time. Experts 
have conservatively estimated that within a decade our Nation will import 
50 million tons of iron ore annually. This, with the increase of importation of 
other metallic ores, such as chrome, tungsten, and manganese, should convince 
us that we must prepare for the future by building adequate ore carriers in 
private American shipyards and operating them under the American flag. 

As of June 1, 1955, there were only 12 ore carriers, aggregating 278,126 
deadweight tons registered under the American flag. Nine of these carriers 
were owned by the Bethlehem Steel Co. and three by the American-Hawaiian 
Steamship Co. 

On the other hand, foreign-flag subsidiaries of American companies on June 
30, 1955, were operating 20 ore carriers, aggregating 384,236 deadweight tons. 
Of these 20 ore carriers, 17 were operated by foreign subsidiaries of the 
Aluminum Company of America, Inc., Bethlehem Steel Co., Republic Steel Corp., 
Reynolds Metals Co., and United States Gypsum Co. To these large American 
companies the shipping costs of metallic ores are incidental to their major 
operations. 

The prize example of the shortsightedness of a wealthy American corporation 
is that of the United States Steel Co. In 1954 this company had 2,122,000 long 
tons of iron ore discharged at their Morrisville, Pa., plant. This plant is often 
referred to as the greatest steel mill in the world. Of this 2,122,000 long tons of 
iron ore, only 40,000 tons or 1.9 percent were carried in American ships. The 
remaining 98.1 percent of the iron ore was carried in foreign bottoms. 

We are hopeful that your committee will look into the deficiency of American- 
flag ore carriers and oi] tankers in order that our Nation not be exposed to the 
dangers of being Caught short of the ships needed for our national defense. 
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VIII. UNITED STATES NATIONAL DEFENSE RESERVE FLEET 


In table X is a compilation of the Government-owned ships in our national 
defense reserve fleets as of February 28, 1956: 


TABLE X.—Number of vessels in Maritime Administration reserve fleet sites, 
by design 


Design 
Built prior to September 3, 1939: Feb. 28, 1956 
Cargo : 4 es cant Ssiedisaieiaeeniiabiieia 1 
SEneet. i ‘ esi : histidine act amalileliin 3 
IN a lia Hilla aa ra os icici anal aiFiiamee 1) 
Built after September 3, 1939; war-built and other vessels: 
C4-S-la—Mariner cargo... ---- Leith athe Baek ee ee oe 2 
EC2-—S—C1—-Liberty pummel oe s Leccsitieceeb eh bts ee. ae 
Z—-EC2-S-—C2 and C5—Liberty__~_- wihn esas ‘ nice aheMets 30 
Z—-ET1-—S-C3—Liberty tanker —..............-.- iid Dhaai tt ; 2 
TI-M-—Al1 and A2——Coastal tanker_- ; sisi ais ald ities atthe SNe ? 
VC2-S-AP2 and AP4—Victory ‘ Kiinintiintil cat See 9S 
VC2-S-—AP3—Victory.....i..........-. sich dette eT ire ls . seeee © 25 
VC2-—A-—AP5—Victory : : et oh ru 
(1-A—Cargo eae ees wolath asi ce 12 
C1—B—Cargo eau secteet eto 5 obit 38 
C1-M—-AV1—Cargo ‘ Shain ciipes techn ton eta ts ade teu dik aletcnalea aaa ltaa 58 
R1—-M-A V3— Refrigerated i . dt. t daeeelee 5 
C2-S-B1—Cargo ‘ beaded 1 
(@ Cargco = ped «yale yea 6 
C4—-S—B5, Bl, and B2—Cargo ine . ig catia 6 
(4—-S--A1—Transport , pis ecal : La 1 
N3—-S—Al and A2—Coastal cargo aa , 20 
S4-SEv—BE1—tTransport . cue bees ‘ 2 
S4—S E2—-Bl]l)1—Transport ‘ ‘ pike dsc h SE ael Lh 
P1l-S2—L2— Transport Saat salen csi cel asta Da ares nea a alas 2 
V4-M-A1l—Tug, oceangoing Saal lhe ate 44 
Miscellaneous om te oe = al ae Et a 22 
C1—S—AY1—-Transport ; ‘ > 


Total at end of each month 


Bp ecakhb kite cota spk 1, 952 


At a glance it is immediately evident that of the 1,952 ships in our reserve 
fleets only 269 ure good cargo ships and 51 are transports. The remaining 
1,632 ships are obsolete with no long-range utility value; 1,448 ships in our 
national defense reserve fieet are Liberty ships which were actually obsolete 
on the drawing boards In the post-World War II period these workhorses 
served the purpose of filling in the gap of worldwide ship shortages. However, 
tx they became even more outmoded there is little sense in keeping all of them 
afloat kor years we have been emphasizing the need to scrap many of these 
ships and to embark upon a shipbuilding program to modernize our merchant 
marine. At this point we stress that it would be a grave mistake te ever permit 
these ships to be withdrawn from the reserve fleets and sold to American or 
foreign shipowners. If this were done it would become the old story of cheap 
cupital driving out high capital. No one could afford to invest money in new 
ships in competition with extremely low cost old ships. 

Ve believe that the Maritime Administration and the Department of Defense 
shonld be told to draw up a program designed to scrap the oldest and less useful 
of the reserve fleet ships, and to begin encouraging private shipowners to con 
struct and operate their own ships instead of depending upon the Government 
ships. 

IX. CONCLUSION 

We have been heartened by the alert and forward looking approach you have 
taken in these hearings. We are certain that you will take firm and positive 
steps to correct the misunderstanding and confusion existing around the admin 
istration of our merchant-marine laws. sy so doing you will bring our mari 
time policy on the course set by the laws you have enacted. This would result 
in the elimination of the so-called effective-control concept which is the single 
greatest threat ever to confront our merchant marine and private shipbuilding 
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industry. Also, American ships would be flying the American flag instead of the 
fiags of convenience. 

Your firm handling of these basie matters will result in a more wholesome 
approach to the issues and problems confronting our American-flag merchant 
marine and our private shipyards. Our Nation and the free world will better 
he able to oppose and eventually overcome the Communist threat poised to 
destroy freedom. 


Again we thank you and commend you for holding these necessary hearings. 


STATEMENT OF Harry E. O’Retrtty, Executive SECRETARY-TREASURER OF THE 
MARITIME TRADES DEPARTMENT, AFL-CIO, on THE MATTER OF MARITIME POLICY 


My name is Harry E. O'Reilly. I am executive secretary-treasurer of the Mari- 
time Trades Department, AFL-CIO, with offices at 815 16th Street NW., Wash- 
ington, D.C. I appear today as a representative of that department, which was 
chartered by the American Federation of Labor in 1946, and is provided for in the 
constitution of the newer, merged AFL-CIO under article XII. Section 5 of that 
article states that, “Each department is to be considered an official method of the 
federation for transacting that portion of its business indicated by the name of 
the department. * * *” 

The following seagoing maritime unions are affiliated with the maritime trades 
department: International Organizations of Masters, Mates, and Pilots; and 
Seafarers International Union of North America. The last-named international, 
usually referred to as SIU, includes the following federated unions: 

Sailors Union of the Pacific. 

Seafarers International Union of North America, Atlantic and Guif 
Districts. 

Seafarers International Union of North America, Canadian District. 

Seafarers International Union of North America, Great Lakes District. 

Brotherhood of Marine Eingineers. 

Inlandboatmen’s Union of the Pacific. 

Marine Pursuers’ Union of the Pacific and Marine Chief Steward’s Union 
of the Pacific. 

Pacific Coast Marine Firemen, Oilers, Watertenders and Wipers Associa 
tion. 

Staff Officers’ Association of America. 

Pacifie Coast Staff Officers’ Association, 

Marine Cooks and Stewards’ Union. 

Commercial Telegraphers’ Union (Radio Officers). 

On behalf of the department, I desire to express thanks and appreciation for 
this opportunity to discuss with you some of the problems of the maritime 
industry and, particularly, the implications of the transfer-out policy. I also 
want to thank the chairman and the committee for their deep and continuing 
interest in the American merchant marine, 

The seagoing unions of the maritime trades department believe that 
transfer of tonnage foreign of American-flag ships is symptomatic of a grave 
problem. We also believe that the present policies in the maritime industry will 
have some unfortunate results—or, rather, that the lack of policy in some areas 
will have unfortunate results. We favor, of course, any action directed to stop 
the transfer foreign of more American-flag ships. We concede that transfer 
foreign is really a result of more powerful causes and that we must deal with 
these more powerful forces in order to be effective. However, the maritime 
worker has already paid a tremendous price as a result of the decline of the 
American merchant marine. T ask your patience while I review for you what the 
recent past has held for the seagoing American worker. 

The marine worker has a great stake in maritime policy. If that policy 
does not pay off in a viable merchant fleet he pays the ultimate economic price 
The sailor cannot transfer foreign and make money at it, and 


+1 
tne 


he loses his job. 
he cannot make a living today aboard a ship that will exist 1S months from now. 
We are greatly concerned with what happens to the American merchant fleet, 
and with good reason. 

Although at present shipping is good on all of our coasts, we call attention to 
the fact that, viewed over the long range, the American merchant marine is 
in a precarious and unstable position. 

The National Planning Association, in a recent study made for a special Senate 
committee, reviewed the recent history of maritime employment, from which 


is quoted the material which follows: 





Le 
h 
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“Seafaring employment has followed a slightly different pattern from that of 
the size of the active United States fleet. Employment dropped from a high 
of 158,860 in July 1945 to around 55,000 at the end of 1955. Despite the fact 
that tonnages for the Huropean recovery program were very large in 1)48, em- 
ployment dropped from 100,000 at the beginning of the year to 72,000 at the end 
of the year. 

“It dropped another 10,000 the following year. This loss in:American seagoing 
employment took place in spite of the fact that during the 27 months of 1948-49 
and early 1950, 46 million tons of goods were shipped abroad. Seafaring em- 
ployment continued to decline until mid-1950, when the Korean war called for 
heavy shipments and an increase in the American merchant marine. Employ- 
ment rose to almost 100,000 in early 1952, only to fall off steadily from then on 
to its present level.” 

As of March 1, 1957, employment aboard active United States ships stood at 
59,524. You might put it this way: Since 1945 about 100,000 job opportunities 
have ceased to exist. The fact that employment figures have varied up to as high 
as those during the Korean crisis merely emphasizes how unstable the shipping 
picture is from the seaman’s point of view. 

The Nation has an interest in the American seaman. The equipment avail- 
able (ships and such) are no more reliable, loyal, and efficient than the men 
who man them. The bona fide seaman is the real backbone of the merchant 
marine. Without his ser:ices the most modern ships afloat are something less 
than they were designed to be. The facts about lost employment opportunities 
and the instability of employment make it that much more difficult to attract 
and retain the caliber of seaman commensurate with the role played hy the 
merchant marine in American economy, and with the part that our fleet is to 
take in the event of a national emergency. 

Coneluding the quote just inserted from the National Planning Association 
report, there is this paragraph: 

“Tt will be noted that before the war seafaring employment was usually around 
50,000. If there were no foreign-aid programs and cargo preference levislation 
or no other alternative support program acting as a brake on the decline of the 
American merchant marine, it is probable that seafaring employment now would 
be much below prewar levels.” 

One of the important problems this committee must solve is how the evils of 
foreign transfers can be prevented by legislation. We hope that a bill to accom- 
plish that result will be introduced and reported out favorably by this com- 
mittee in the near future. As the committee knows, Senator Magnuson has in- 
troduced a bill, S. 1488, which is pending before the Senate Interstate and For- 
eign Commerce Commttee, and which would approach the point of stopping the 
transfer foreign of ships now under the American flag. This we heartily en- 
dorse. Making it more difficult to transfer foreign will probably keep a lot 
of ships under the American flag. First, it was the Liberty ship that ws trans- 
ferred out. Now, we find that Victorys and T—2’s are in the same obsolescent 
class as the Liberty. Can the day be far off when all the C-type vessels will 
be allowed to go foreign? The ship transfer program is self-accelerating. VHach 
transfer is a new argument for new transfers, for each means more cut-rate 
competition. 

However, we recognize that the operators of ships an! the Government are 
faced with some formidable problems that the mere prohibition of transfer for- 
eign is hardly likely to solve. The offshore operator is faced with rigorous com- 
petition from low-wage and low-safety-standard countries. He is impelled by 
a powerful incentive to make money. The transfer-out route is lined with profit 
for the shipowner. The Maritime Administration is charged with the duty of 
promoting and maintaining an adequate merchant marine. For the Maritime 
Administration it has seemed good tactics to use the shipowner’s profit motive 
to induce him to build and operate under the American flag in return for the 
privilege of transferring tonnage foreign. Now, the shipowner is entitled to a 
reasonable profit. The Maritime Administration has to deal with whatever 
the forces are that move the private shipowner. Nevertheless, there are some 
important things which need to be said about the present policies of the Maritime 
Administration and the shipowners. 

According to the National Planning Association study made for the special 
Senate committee to study the foreign aid: 

“At the end of World War II foreign fleets were depleted because heavy losses 
during the war were not replaced. To assist our allies in rehabilitating their 
shipbuilding and shipping industries the Economie Cooperation Administration 
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made large sums avalaible for reconstruction of European shipbuilding industries 
and the United States Government made attractive terms available to foreign 
ship operators for the purchase of surplus American vessels. Under the Ship 
Sales Act of 1946, the Government sold 1,113 vessels to foreign interests under 
the same conditions and terms granted American purchasers.” 

From 1946 to April 1955 the Maritime Administration permitted the transfer 
foreign of 576 ships. 

Since 1947 the world’s merchant fleet has increased by 2,771 or more. For 
example, Liberia had no merchant fleet in 1947, and it now has a fleet of 486 
ships or more. Italy’s fleet grew from 250 ships to 598 ships or more. Ger- 
many’s fleet grew from 98 ships to 652 ships or more. Meanwhile, the American 
merchant marine lost 100,000 job opportunities in roughly the same period of 
time. That is a two-thirds loss. In the last 6 months alone the privately owned 
and active United States fleet was reduced by 28 ships. 

The present building program, which the Maritime Administration claims is, 
in part, a result of its trade-out and building policy, presents some interesting 
facts. A tabulation was introduced by the Maritime Administrator into the rec- 
ord before the House Merchant Marine and Fisheries Committee on February 6 
and 7 of this year. According to that table, there were 90 ships under construc 
tion or conversion as of January 1, 1957. Of this number, there is 1 cargo ship 
being built for a private account, and 4 for the Military Sea Transport Serv 
ice. There are five passenger-cargo or passenger ships either being built or con 
verted. That leaves about SO tankers. We are building tankers to the tune of 
eight-ninths of the construction underway. We could, conceivably, have in time 
a renewed tanker fleet. However, of these 80 tankers under construction or con 
version, 23 of them are being built for foreign-flag operation. It is interesting 
to note that 23 ships are being built in higher-cost United States yards by foreign 
owners. The answer is that yards all over the rest of the world are full and 
the rates for tankers are attractive enough to offset the relatively higher United 
States building costs. According to the New York Times on December 26, 1956: 

“Many tanker orders now on United States builders’ books, it’s a safe bet, are 
there because foreign yards are overloaded with orders. It would take a mighty 
attractive customer today to get a foreign yard to accept an order for a vessel 
to be delivered before 1961, which is at least a year or two longer than a buyer 
of similar stature would be kept waiting at a United States shipbuilder’s door.” 

Therefore, it is probable that many tankers now being built as a condition of 
trading-out would have been built anyhow. 

It is our understanding that the Maritime Administration had expected to 
enter into contracts with the subsidized operators to replace their fleets over 
the next few years. Since the budget for the Maritime Administration is being 
trimmed considerably by the Congress, that program may be in jeopardy. Yet, 
even if the replacement program goes throuch it will modernize some three 
hundred-odd ships of the subsidized fleet. If you add most of the tankers which 
could, conceivably, be renewed by the trade-out program, you would have between 
500 and 600 ships in the renewed American merchant marine. But, we submit, 
such a merchant marine would be woefully inadequate for our economy and 
defense. 

According to the report by the National Planning Association, cited above: 

“Severe reduction or elimination of foreign aid would have a further de 
pressing effect on the American merchant marine—creating serious unemplo) 
ment with the virtual elimination of the tramp fleet, curtailing profitable sub 
sidized operations, and virtually eliminating unsubsidized operators, Unless 
other Government aid were forthcoming, there could not possibly be any replace 
ment of ships in either the tramp or the unsubsidized fleet, even if the 1946 
Ship Sales Act were reopened under favorable terms, Only Government-sub- 
sidized operation would be possible if foreign aid were greatly reduced, which 
means that the American merchant marine actively engaged in foreign trade 
would be reduced to less than 500 ships. This, in the opinion of the Defense 
Department officials, would endanger the national security. Not only would 
the United States lack the nucleus of an operating merchant marine in time 
of national emergency, but we would lose trained shipboard and shipbuilding 
personnel. Just as for the foreign aid program as a whole, its impact on the 
shipping industry should not be considered apart from the problem of national 
security.” 

In effect, then, the United States merchant marine is now relying heavily 
on a form of subsidy for which the operator incurs no reciprocal obligation to 
the United States taxpayer. 
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There is, supposedly, some degree of effective control over the ships that the 
Maritime Administration allows to be transferred out. We are told that they 
ean even be counted as part of the mobilization potential of the United States. 
Now, no one can argue that being under a foreign flag is as good as being under 
the American flag as far as control by the United States is concerned. There 
is, inevitably, some loss of control regardless of the fact that ownership may 
remain with the United States citizen. A ship under a foreign flag is manned 
by men over whom the United States has no control. That, to our way of think- 
ing, is a substantial loss, 

Those ships transferred out last year numbered 53 in all. They were 14 years 
old on the average. The following excerpts from a report in 1950 by the Inter- 
national Labor Office on conditions in ships flying the Panama flag should raise 
some doubts as to whether those ships will be worth having back in 1960 when 
they are 20 years old: 

“While the consular service (of Panama) can check a ship’s papers and the 
validity of certificates, supervise the enforcement of labor legislation and deal 
with crew grievances, the seaworthiness and safety of a vessel call for highly 
technical inspections which can be made only by trained surveyors. Most mari- 
time countries have their own surveyors working under the competent ministry. 
and in addition they may delegate certain inspections to the surveyors of 
classification societies of recognized integrity and arrange to accept their 
certificates. In the case of Panama, surveyors within the country have no 
opportunity of seeing most Panama ships, and it is therefore essential for 
Panama to adopt some other means of ensuring that her ships come up to the 
standards of safety required by the international conventions she has ratified. 
Spokesmen for the Government of Panama ships must hold valid certificates from 
1 of the 3 classification societies recognized by the Government—Lloyd’s Register, 
the American Bureau of Shipping, and the Bureau Veritas. In the statement 
concerning registration under the Panama flag, from which extracts are given 
in appendix IIT, it is stated that one of the documents required before transfer 
and registration are accepted is a certificate of survey from one of these societies. 
There is not, so far as the committee is aware, any regulation requiring surveys 
at regular intervals thereafter. Article 8 of Act No. 54 refers to periodical 
surveys, but it applies only to home-trade ships. It may even be doubted whether, 
in the past, the production of valid certificates of survey has been regularly 
insisted upon, since it was pointed out above that a number of ships in the 
Panama register are no longer classified by Lloyd's because of failure to apply 
for survey or because the ship falls below the society’s standards. It would 
appear essential for the Government of Panama, in view of the special circum- 
stances of its fleet, to enter into arrangements with certain of the classification 
societies, whereby these societies would undertake responsibility for all the 
inspections normally earried ont in other maritime countries either by the 
national authorities or by the societies—seaworthiness, loadline, all aspects of 
safety, maintenance of machinery and gear, crew accommodation, ete. AS a 
necessary preliminary, regulations would have to be issued in Panama to deter- 
mine the standards to be applied in the case of subjects (such as crew accommo- 
dation) not normally covered by the rules and standards of the classification 
societies. It would further be necessary for the Government to take speedy 
action in any case in which the society reported refusal or failure to comply 
with its recommendations.” 

The attention of the committee is called to other pages of the same Interna- 
tional Labor Office report, a copy of which is submitted for your convenience, 
with particular reference to pages 28, 29, 34, 35, 39, and 40. While conditions on 
Panamanian ships may have improved slightly since the issuance of this report, 
our experience convinces us that they are still far below American standards. 

The decline of the American merchant marine is already for advanced in 
one important segment of the industry. Remember that only one cargo ship 
is presently being built for private account. According to the National Planning 
Association report, cited above: 

“The tramp-ship industry relies primarily on the movement of bulk com- 
modities. As the shipment of bulk commodities has increased or decreased, the 
prosperity of the tramp industry has responded accordingly. The composition 
of the foreign-aid program therefore has had a direct influence on the activity 
of the United States tramp fleet. Although the tramp-ship industry has been 
very prosperous at times since the war, there has been a severe reduction in 
the size of the tramp fleet. From 1948 to 1956, the American-owned tramp 


90577—57—pt. 2 16 








718 STUDY OF VESSEL TRANSFERS 


fleet has been reduced from around 200 to 70 vessels—around 130 vessels hav- 
ing been transferred to foreign registry where they could operate at lower costs. 
Of the remaining 70 vessels, there are over 40 for which applications for trans- 
fer abroad have been made with the Maritime Administration. The long- 
range difficulties of the tramp fleet are caused by the obsolence of the Liberty 
ships which compose the fleet and their inability to compete with foreign-flag 
ships. The industry contends that it needs Government assistance, at both 
the operating and construction stages, if it is to survive. It appears clear that 
the foreign aid program—regardless of its size—cannot guarantee this sur- 
vival, while a reduction of the program would only accelerate the decline. It 
does not appear likely that the problems facing the American-owned tramp- 
ship industry will be solved by the size of the foreign aid program over the next 
10 years unless the other basic problems are solved. Indeed, at the present 
pace, it would appear that the United States tramp fleet will disappear much 
before 1965. If foreign aid is severely reduced or eliminated, the decline of 
tramp ship industry in all probability would be accelerated.” 

This tramp-ship fleet that shortly will no longer exist may be a ghost of 
great significance due to an event that seems to have attracted practically 
no attention. The President’s Materials Policy Commission published a long- 
range study of the United States resources position in 1952. They took note 
of a significant, historic, economic fact: 

“ * * * the decade of the 1940’s marked a turning point in the long-range 
material position of the United States; historical trends long in the making came 
to a climax when the national economy moved just prior to the war from a long 
period of depression into a period, still continuing, of high employment and 
production. By the mid-point of the 20th century we had fully entered an era 
of new relationships between our needs and resources; our national economy 
had at least not merely grown up to our resource base but in many respects had 
outgrown it. We had completed our slow transition from a raw materials sur- 
plus nation to a raw materials deficit nation. 

“The symptoms of this changed materials position are today numerous; we 
have become the world’s largest importer of copper, lead, and zinc, whereas 
once we were huge exporters. We have begun to meet from foreign sources a 
sizable and growing portion of our needs for petroleum and iron ore, long the 
hallmarks of United States self-sufficiency. We have shifted from net exporter 
to net importer of lumber. There are today only two metals (magnesium and 
molybdenum) used by United States industry for which we are not partially or 
wholly Gependent on foreign supplies. At the start of the century we produced 
some 15 percent more raw materials than we consumed (excluding food); by 
midcentury we were consuming 10 percent more materials than we produced.” 

The attention of this committee is further directed to pages 13 and 18 of the 
report of the President’s Materials Policy Commission. Their predictions for 
the next quarter of a century are most significant : 

“Over the next quarter century, materials demand in the free world as a 
whole will probably increase two-thirds or three-quarters over what it is today. 
By 1975 the United States will probably be producing from 75 to 8&5 percent of 
its increased needs and relying on imports for the balance. Since all the indus- 
trial nations, and not merely the United States, have either caught up with or 
outgrown their domestic resources, the same pattern of reliance on imports 
but even more accentuated—can be expected for these nations as a whole.” 

What we are talking about here is the buik trade that tramp-ships cargo. The 
implication is clear: we will be dependent upon foreign sources for about 25 
percent of our raw materials in 1975. Our bulk fleet is about to disappear, leav- 
ing us with the national defense reserve fleet already old. Is there to be a 
program to deal with this situation? An adequate situation in 1975 would be 
one that possessed enough bulk carrier capacity under the American flag to 
assure the delivery of that essential 25 percent of raw materials. The rising 
imports of iron ores and nonferrous metals bear out the predictions made by 
the President’s Materials Policy Commission. It is in the national interest to 
protect our supply lines to these essential imports by serving them with ships 
owned and operated by American citizens. 

But there is a lot move to the transfer picture than the jobs of United States 
seamen, as important as that may be. There is the question of tremendous tax 
losses to the United States Government, both direct and indirect, from the 
transferred ships and the enormous capital gains being made by shipowners once 
permitted to transfer. We, of course, are seafarers, and not tax experts. But 
we are taxpayers, and we are as much concerned as any other group about the 
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loss of taxes by the Federal Government. [From our study of these problems, 
the following conditions seem significant and deserving of the most careful 
consideration by the Congress. 

As has been reported on many occasions, the corporation operating the trans- 
ferred ships—an American company, American-owned, operating in and out of 
American ports and usually carrying United States cargoes—pays no taxes on 
its profits to the United States, nor to any other country. Accoiding to our 
the books of the United 
States parent company there is no tax. JI do not need to tell you that these 
people have iigured a variety of gimmicks to get around the problem of sending 
the money back to the States, one of them being an interest-free loan to the 
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infortwation, as long us that profit is not switched to 


parent company in the United States, which is then free to invest that loan and 
reap the proceeds. 

There are many others, which a good accountant could detail far better than 
we. 

That this tax loss can be considerable is shown by fiures recently published 
in Business Week magazine, indicating that a 20,000-ton tanker hauling oil 
from the Persian Gulf to Europe around Africa was turning in a net profit, 
before depreciation, of almost $750,000 a trip. Such a tanker could make a 
minimum of 5trips a year, possibly as many as 8. 

Of course, these are peak rates, and normal profit would be somewhat less, 
But when you figure that today, 1 of these ships is netting over $4 million a 
year before depreciation, when you think of the hundreds of runaway flag ships 
in this area, then you begin to conceive of the immensity of this tax loss. The 
tax-free income involved undoubtedly runs to hundreds of millions annually. 
‘The same ship under the American flag, paying American wages, would still net 
about $3,375,000 each year. 

An article which appeared in the Seafarers Log of March 15, 1957, and gives 
2 more detailed accounting of the above, is hereby submitted with the request 
that it be printed in the record. 

The capital gains aspects are very impressive. The spread between what a 
T-2 sells for in the United States and what it sells for foreign has ranged 
upward of $2 million per ship. This shows that the transfers have not gained 
2 single new ship or job for American seamen and shipyard workers, notwith- 
standing statements to the contrary. If these ships had not been permitted to 
transfer, their owners would still have built new tonnage in American yards 
for two reasons: (a) there is a terrific shortage of new tanker tonnage, and 
(b) there is an equally terrific shortage of ways in foreign shipyards. They 
would have had to build in United States yards because there would have been 
no p'ace else to go 

Why permit these latest transfers then? The only obvious reason is to per- 
mit the shipowner to make twice as much in capital gains by selling his ship 
foreign. Today, an American-flag operator who owns a T-2 tanker can get 
2 million in the United States market for a ship which he probably paid 
half as much for a dozen years ago. On the foreign market he can get around 
$4 million. We have been overly kind to these people when we permit them 
to go out and double their money at the expense of the United States merchant 
marine and merchant seamen. 

There is another aspect of the transfer program which it is important to 
mention. Who is behind all this? We have heard much about the operations 
of the Greek shipowners in this area, but that is only half the story—by far 
the lesser half. The larger half is that American oil companies are promoting 
and fostering this wholesale tax evasion by American-owned shipping cor- 
porations. It is they who hand out the long-term charters to dummy foreign 
corporations. It is they who are building the bulk of the new supertankers for 
registry under the runaway flags. Any investigation of the transfer picture 
should consider the role of American oil companies in seeking ways and means 
to put their assets into tax shelters. 


SUMMARY 


In summary, then, the seagong worker has already paid a tremendous price 
for the decline of the American merchant marine. This committee, we would 
hope, should stop the transfer foreign of more ships of our fleet. However, 
the transfer program is only indivative of a more basic malady. That malady 
is that the American merchant marine is not now adequate, nor does it appear 
that it will be adequate, to the responsibilities that a privately owned fleet is 
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expected to bear. Present and contemplated building programs would onl) 
modernize a little better than half the present fleet. 

Moreover, the decline of the bulk-carrier fleet is ominous inasmuch as the 
United States is becoming an importer of so much of its basic raw materials. 
The concept of an adequate merchant marine today, and for the future. is differ- 
ent from the concept acceptable before 1950. The national interest now not 
only requires a fleet to serve the historical interests of the United States, if 
requires a fleet to serve the new import pesition. While tearing down the 
American merchant marine, the foreign-transfer program is also depriving 
the Federal Government of vast sums in taxes. 

We submit that, except for the almost negligible few who reap fabulous profits, 
all segments of American economy suffer from the transfer program. 

We, therefore, respectfully urge this committee to continue its commend- 
able inquiries into the state of the American merchant marine, specificalls 
the hasty transfer of American ships to low-wage and low-maintenance-standards 
countries. 


{From the Seafarers Log of March 15, 1957, official organ of the Seafarers International 
Union, Atlantic and Gulf District, AFL-CIO] 


TANKSHIP TRADE NETS FasnuLous Casn REWARDS 


Many large-scale investors are turning from stocks and bonds to ships—tunkers 
in particular—for the “quick, safe profit” that every investor dreams of. The 
reason is obvious. Net profits of from $3,750,000 to better than $4 million a year 
are being realized at current rates on the employment of a single 20.(0-ton 
tanker in the Persian Gulf to Europe trade. 

The higher figure, of course, is realized under runaway flags such as the populat 
Liberian flag. What's more, the operator of the runaway ship need pay no taxes 
to the United States Government as long as he keeps the money out of the States 


GROSS $1 MILLION PER TRIP 


Last week, a Senate investigating committee announced that some tankers were 
grossing almost $1 million per trip for hauling oil around Africa to oil-starved 
Europe. Subsequently, Business Week magazine, a publication which circulates 
widely among businessmen and investors, published figures which indicate, a min 
imum annual net profit of $3,750,000, after all expenses, for a single tanker on 
voyage charter. 

The figures quoted are on a 20,000-ton supertanker which can run from Bahrein 
to the Atlantic coast of France and back in some 64 days. Taking into considera 
tion the time spent in loading, unloading, repairs and overhaul, plus unforeseen 
delays, such a tanker could make a minimum of five trips annually. Faster ships 
could go higher, between 6 to 8 trips. 

With present oil haulage rates quoted at $50 a ton on this run, the operato: 
would gross $1 million a trip for her cargo. Bunkers and other expenses would 
run about $125,000 while labor costs for an American-flag operator are quoted at 
about $75,000. 

That would leave a net profit of almost $750,000 a trip. At 5 trips a year at 
operator could roll in gravy to the tune of $3,750,000 a vear. 

Transfer the ship to the runaway flag and the figures becomes even more im 
pressive. Runaway wage bills would be anywhere from one-third to one-fifth 
the American cost. Split it down the middle at one-quarter and you get a wage 
bill of around $19,000 a trip. On the 5 trips a vear basis, that ups the operator’s 
take to $4,030,000—plus the fact that he escapes the tax bite. 

Of course, these figures assume he owns the ship free and clear. But even if he 
is paying off the mortgage, there’s plenty left in the pocketbook 

“The prospect of so bright a future has brought a boom in tanker building,” 
the publication notes. It’s no wonder. 

Film actor Edward G. Robinson's art collection was purchased by 
multimillionaire Greek shipowner Stavros Niarchos recently for a sum 
reportedly in the vicinity of $38 million to $4 million. 

Niarchos previously had been reported as paying $500,000 for a single 
painting. He is one of the “big three” Greek shipping operators 
Niarchos, Onassis and Goulandris—who control millions of tons of 
shipping under various flags. Most Niarchos foreign-flag operations are 
in the supertanker field, usually registered Liberian. 
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SArLors’ UNION OF THE PACctiFic, AFL-CIO, 
San Francisco, Calif., July 16, 1957. 
Hon. Hersert C. BONNER, 
Chairman, Merchant Marine and Fisheries Committee, 
HTouse of Representatives, Washington, D. C. 


Dear Mr. BonNER: Our good friend Jack Shelley has supplied us with your 
press release of July 1, 1957; also with copies of your similar letters to the Secre- 
tary of Commerce and the Secretary of the Navy. 

We appreciate your efforts to revive the declaration of policy for the American 
merchant marine as adopted by Congress in June 1936. 

As you know, we have repeatedly protested the wholly unjustifiable sale and 
transfer of American ships to other nations, especially to those in the very low 
wage category, such as Panama, Honduras, and Liberia. We never did under- 
stand how this sale could be construed as a means to foster and encourage an 
American merchant marine. 

It is alleged that ships flving the flags of these nations are “under effective 
United States control.” This may be true as regards continued ownership by 
American citizens after the sale and transfer. 

But of what possible use in our national defense is a ship under a foreign flag, 
operated under totally inadequate laws, and nonexistent rules and regulations 
as regards safety and manning? 

In all our recent wars there was a shortage of competent American merchant 
seamen. Such men are not employed on cheaply operated foreign ships and, in 
any event, could not be drafted for service in our merchant marine. 

Years ago the late Andrew Furuseth, who devoted his life work to the develop- 
inent of an Aimerican merchant marine, wrote a brief in which he outlined the 
historical fact that ‘“‘seapower is in the seamen; vessels are the tools of seamen; 
tools ultimately belong to the races or nations who can use them.” 

We trust that in any future consideration of the subject matter you will keep 
in mind that our Nation no longer obtains its supply of competent seamen from 
the maritime nations of the world. Therefore, if it is conceded that competent 
seamen are an essential element in our national defense, then we must provide 
for the necessary training on American ships. 

As in the past, we will cooperate in every effort toward that end. 

Sincerely, 
Morris WEISBERGER, 
Secretary-Treasurer. 


(The following was furnished by American Steamship Lines:) 


From Shipping Outlook of May 1957, published by the Committee of American Steamship 
Lines | 


TRADE-IN AND BUILD—A GOVERNMENT-INDUSTRY PROGRAM TO STRENGTHEN THE 
UNITED STATES MERCHANT MARINE 


The most serious problem facing the American maritime industry today is the 
orderly replacement of 1,059 privately owned ships by the end of 1966. Of this 
number, $2 percent will reach legal retirement age (20 years) between 1962 and 
Lh66 

The Maritime Administration announced on November 9, 1956, a policy regard- 
ing the credits that would be allowed toward new construction in exchange for 
obsolete ships traded-in to the Government. ‘This policy is designed to implement 
the “trade-in and build” program passed by Congress in June 1959, to encourage 
orderly ship replacements. 

This report reviews the objectives of the trade-in and build program and shows 
that the recently announced policy : 

Is authorized by statute; 

Has had its legality confirmed by both the Comptroller General of the 
United States and the Maritime Administration ; 

Falls within the scope of our national maritime objectives and policy ; 

Is consistent with the parity principle established in the Merchant Marine 
Act of 1936: 

Is economically sound; 

Places American shipping companies in a comparable economic position 
with foreign operators so far as ship replacement is concerned ; 

He!ps strengthen both our active and reserve fleets; and 

Finally, is the only equitable and practical method of achieving orderly 
replacement of our aging fleet. 
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I. THE ISSUE—WHAT IS THE “FAIR AND REASONABLE” VALUE OF A SHIP? 


The recent Maritime Administration policy decision says that the “fair and 
reasonable” value of ships acquired for the Nation’s reserve fleet under the 
trade-in and build program is their “restricted world market” value which is 
about 10 percent lower than “unrestricted world market” value. 

Unrestricted world market value is just what it implies—the value of a ship 
in the free world market. 

American steamship companies who do not hold operating-differential subsidy 
contracts with the Government are permited to sell their obsolete vessels in the 
world market, but only to friendly foreign nations and with certain restrictions. 
This means that their ships actually have less than a truly free market value—or 
what is termed “restricted market” value and might average about 10 percent 
less than “unrestricted market” value. 

Basis for Maritime Administration decision 

The Maritime Administration accepted restricted world market value as the 
“fair and reasonable” value for ships sold under the trade-in and build program 
on the basis of recommendations by its Ship Valuation Committee.’ 

This committee of experts based its recommendations on several factors : 

(a) The original House report~ on the legislation which today controls th: 
determination of trade-in values, recommended against limiting trade-in allow- 
ance to the price originally paid the Government.’ The report said that the 
legislation being considered would provide an incentive to replace older Ameri 
can vessels with new ships of modern design.* 

(vb) The House Merchant Marine and Fisheries Committee, in House Report 
843, 84th Congress, recommended that “The Maritime Administration should 
adopt a policy under which operators who agree to turn in vessels covered by the 
provisions of section 510 of the 1936 act would be offered a credit allowance d 
termined on the basis of estimated world market values of vessels of the type 
involved, provided an allowance so determined represents the fair and reasonable 
value of the vessels.” 

(c) Maritime Administration’s General Counsel ruled that section 802 (whicl 
governs the requisition by Government of privately owned ships during emer 
gencies) of the Merchant Marine Act of 1936, as amended, does not restri 
value on ships voluntarily traded in. This includes vessels built with construc- 
tion differential subsidy. 

(¢@) General Counsel of the Maritime Administration also advised the com 
mittee that there is no specific statutory authority limiting, to the original pw 
chase price, the trade-in price for dry-cargo vessels purchased from the Govern 
ment or built with construction subsidy. 

Comptroller General concurs 

After accepting the “restricted world market” value recommendation of his 
Ship Valuation Committee, the Maritime Administrator requested concurrence 
of the Comptroller General of the United States in the legal opinion of the Gen 
eral Counsel of the Maritime Administration. 

The Comptroller General, in a letter to the Maritime Administrator dated Feb 
ruary 4, 1957,° agreed with the General Counsel of the Maritime Administration 
as follows: 

“We find no basis in section 510, or its legislative history, for concluding that 
vessels on Which construction differential has been granted would be treated any 
differently for trade-in purposes than other ‘obsolete’ vessels. 

“Accordingly, we concur in the conclusion of your General Counsel that sec- 
tions S02 and 510 are not related in their objectives and that section S02 does not 
constitute a statutory ceiling on the ‘fair and reasonable’ value of a vessel ac 
quired by the Government pursuant to the trade-in provisions of section 510.” 


1See memorandum of Acting Chairman, Ship Valuation Committee, to the Maritime 
Administrator, dated November 5, 1956. 

2H. Rent. 824. 76th Cong., 1st sess., June 12, 1939. 

3“* * * the Government * * * would derive as much public benefit from their disposal 
as from the disposal of vessels not purchased from the Government. It is difficult logically 
to reconcile a plan that would presuppose entirely different values for identical ships be 
cause of some circumstances in the past ownership of one which does not apply in the case 
of the other” (ibid., p. 7). 

* The report expressed the need as follows: “Old or obsolete tonnage * * is a major 
obstacle to the attainment of the objectives of the Government's long-range construction 
ae ** * The Government is responsible for this obstacle to the extent that legis 
ative restrictions and major policy prevent or render inadvisable the disposal of vessels 
in the most generous world market” (ibid.. p. 5). 

5 Comptroller General decision B—130135, February 4, 1957. 


* 
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In hearings before the House Merchant Marine and Fisheries Committee on 
February 6, 1957, the Maritime Administrator further clarified the reasons for 
his decision to base trade-in allowances upon restricted world market values. 

He said: ° 

“First, it assists in financing this tremendous building program which the own- 
ers of dry-cargo vessels find confronting them. 

“Secondly, it encourages the earlier replacement of vessels which are usable but 
not as modern and efficient as the new vessels would be. 

“Thirdly, it recognizes in favor of the owner the values which owners of other 
personal property are able to obtain for themselves. In other words, the owner 
of an automobile is free to sell his automobile in any area of the world in which 
he wants * * * and, in my view, a vessel owner should not be in any less favor- 
able position.” 

The Maritime Administrator’s policy declaration governing trade-in allowances 
for old merchant vessels removes a major obstacle standing in the way of the 
dry-cargo trade-in and build program. That this policy is legally sound has been 
confirmed by the highest review authority in Government, the Comptroller Gen- 
eral. However, the amount of support the policy can give to the ship replace- 
ment program will depend, in large part, upon the manner and speed with which 
it is implemented. 

II. THE REPLACEMENT REQUIREMENT 


The urgent need to implement the Maritime Administration trade-in policy 
is made clear by considering the magnitude of the ship replacement program and 
its relationship to our national maritime objectives. The experience of this 
country in two world wars, the Korean conflict and the Suez crisis has clearly 
demonstrated the need for a strong American merchant marine and shipbuilding 
industry. 


; 


Importance of a strong merchant marine 

The importance to this Nation of a modern, efficient maritime industry is meas- 
ured in terms of a number of essential actvities relating both to national security 
and to the development of trade and commerce. 

From the standpoint of national security, a strong merchant marine is re- 
quired so that, in an emergency, the United States will have in operation: 

(1) Suitable ships and seagoing personnel. 

(2) Shipyards, repair facilities, and skilled worke 

(3) Port facilities and a shoreside labor force. 

(4) Suppliers of vessel equipment and construction materials. 

(5) Management and supervisory skills in all maritime and allied industries. 

In terms of developing United States foreign trade and domestic commerce, a 
strong merchant marine is required, so that: 

(1) Adequate United States-flag services for waterborne commerce will be 
consistently available on a regularly scheduied basis. 

(2) Essential foreign trade of the United Staees will continue even though 
foreign-flag services may be disrupted. 

3) Through our system of essential trade routes, ocean transportation service 
will be provided relatvely uniformly from all our coastal regions to important 
trade areas throughout the world. 

(4) American industries will not be excluded from world markets because of 
unreasonably high shippings costs or other restrictions due to failure to have a 
competitive fleet under the American flag. 

These essential activities of an American maritime industry are celarly recog- 
nized in the policy declaration of the Merchant Marine Act of 1936. They are 
reaffirmed in the Ship Sales Act of 1946. 

Today the attainment of the objectives of these acts is of primary importance. 
World conditions are such that the United States almost overnight could become 
entirely dependent upon its own shipping. History has shown that foreign coun- 
tries, in time of emergency particularly, utilize their own shipping resources to 
further their own national interest. It is natural that they should do so. With- 
out an American-flag merchant fleet, the withdrawal of foreign vessels from the 
United States essential trade routes could have a disastrous result upon our eco- 
nomic strength and our capacity to defend ourselves. 


®Stenographie transcript of hearings before the Committee on Merchant Marine and 
Fisheries, House of Representatives, February 6, 1957, vol. 1, p. 12. 
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The ship-replacement program is inseparable from these needs for maintain- 
ing a modern, properly balanced, privately owned merchant marine and for sus- 
taining a first-class shipbuilding industry with an adequate national-defense 
base. 

The active fleet is growing old 

Block obsolescence of the active dry-cargo fleet in the very near future can 
be critical. If all vessels are to be replaced the year they reach retirement age, 
an average of some 200 per year will have to be built during the 5-year period 
1962-66. Even if financing and an adequate supply of steel and other materials 
necessary to such a program were available, commercial United States ship- 
Ways could not accommodate this volume. Under optimum peacetime condi- 
tions, the country’s 70 available commercial shipways could produce about 140 
ships per year. 

It is apparent, therefore, that the replacement of a large number of ships 
must be accelerated. Phasing the program over a greater number of years will 
flatten the shipbuilding peak (see chart A) that would otherwise occur between 
1962 and 1966 and provide work for the yards on a more orderly basis. 


STABILIZED SHIPBUILDING PROGRAM 
ELIMINATES PEAK-VALLEY CYCLES 


CHART A 
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Shipyards, shipowners, and taxpayers alike will benefit from the efficencies, on- 
time deliveries, and reduced costs that stablized production schedules will make 
possible. Moreover, a phased-out program will mean that engineering and de- 
sign lessons acquired during the construction of one ship may be applied to 
advantage during the building of subsequent ships of the same class. 

The reserve fleet, too, is growing old 

The strength and national-defense potential of the reserve fleet held in inactive 

status by the Government is directly related to the success of the long-range 
hipbuilding program. As new ships become available for the active fleet, the 
reserve fleet can be upgraded by trading in the better types of older ships to the 
Government. 

The reserve fleet consists of 1.966 obsolete vessels of 1,000 gross tons and over 
of various types. Of these, over 1,400 are Liberty types with inadequate speeds 
in the 10- to 11-knot range. Many are in questionable operating condition. 
There are virtually no tankers in the reserve fleet. The large number of slow 
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Libertys and the lack of tankers will increase the magnitude of the mobilization 
shipbuilding program and limit the lift capacity of available shipping in time 
of emergency. 

The principal way in which these deficiencies can be overcome is through trans- 
ferring replaced vessels from the active to the reserve fleet. While the Govern- 
ment program for upgrading the reserve fleet through Liberty conversions holds 
some promise for increasing the defense utility of these veteran ships in an 
emergency, the cost of the program, coupled with the fact that no new con- 
struction for the active fleet will result from this plan, limits its effectiveness. 

The Liberty conversions undertaken to date have each cost between $1.1 million 
and $3.5 million, and involve war-built ships already more than 12 years old. 
The average cost of trade-ins will compare with the lower of these two figures. 
Trade-ins, in addition, have the important advantage of inducing new ship con- 
struction. 

Need for strong shipyards 

The size and capacity of an active shipbuilding industry required by the 
United States in time of peace is directly related to (1) the replacement of ships 
in the active commercial fleet and (2) the maintenance of shipbuilding facilities 
and personnel for mobilization expansion. 

Recent Goverment studies of shipyard requirements indicate that annual con- 
struction of 60 average merchant vessels,’ or the equivalent, would maintain an 
acceptable nucleus of facilities and shipyard personnel, and at the same time re- 
place vessels in the active fleet over a period of about 15 years. 

Manpower availability is considered the critical factor in meeting this nucleus 
requirement. The Department of Defense mobilization shipbuilding program 
calls for a peak employment of about 435,000 workers. To obtain a mobiliza- 
tion buildup of this magnitude, it has been estimated by Government that a 
nucleus of 36,000 shipyard workers is necessary during peacetime. 

Status of replacement program 

Ship construction in United States yards began to pick up in early 1955. 
Shipyard employment increased from a low of 6,500 workers in the fall of 1954 
to about 13,000 in late 1956. Peak employment, on the basis of ships under 
construction and on order, is expected to reach 20,000. Obviously, considerable 
additional construction will be required before a shipyard-mobilization nucleus of 
36,000 workers can be attained. 

As of April 1, 1957, there were 70 vessels under construction or on order for 
American-flag operation. Of these, 66 were tankers and 4 were dry-cargo ships. 

The American lines operating 303 privately owned ships under Government 
contract to serve essential trade routes are required to replace their ships as 
they reach retirement age, if they are to remain eligible for subsidy. Their re 
placement programs will form the hard core of the entire industry’s overall 
program. The total cost of replacement for contract lines alone will be not less 
than $3 billion over the next 10 to 15 years. However, since it involves accelera- 
tion of the normal replacement period of vessels, it imposes difficult financial 
burdens. The situation demands some method, such as that provided by the 
trade-in policy, that will permit operators to realize a reasonable return of the 
capital asset remaining in existing vessels for application toward the greatly 
increased cost of new construction. 


Ill. THE REPLACEMENT PROBLEM 


The replacement problem is the product of a combination of factors arising 
out of the war and postwar period. These factors are the rapidly approaching 
block obsolescence of the fleet resulting from the huge World War II ship- 
construction program, the great cost disparity between the United States and 
foreign countries in constructing and operating merchant vessels, and, finally, 
the sharp worldwide increase in shipbuilding costs since World War II, which 
is paralleled by similar increases in prices for used tonnage. (See chart B 
below. ) 


7 Maritime Subsidy Policy, April 1954, Department of Commerce 
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Construction costs 

United States yards build ships in approximately the same number of man-hours 
as the most efficient foreign yards. But they are unable to overcome low foreign 
wage costs. Average hourly wage costs in domestic yards in 1955 were $2.12 per 
hour, while comparable costs were $0.98 in Sweden, $0.71 in the United King- 
dom, $0.48 in Italy, and $0.29 in Japan.° 


WORLD-WIDE SHIP PURCHASE AND BUILDING COSTS 
SHOW SHARP INCREASE OVER LAST |! YEAR PERIOD 


CHART B (Price in Thousands of Dollars) 
(000,s) 
2,800 


2,520 


2,240} 


1,960}- 


1,680}- 


1,400 


840 








560 
1945 1950 1955 1956 
AWN Estimated world market price Source: FAIRPLAY 
for used ships January 10, 1957 


GPM Controct building price-new ships 
(Based on data for 12 knot, 9,500 deadweight ton cargo ships) 


To conserve America’s shipbuilding industry, the Merchant Marine Act of 
1936 requires United States lines in foreign trade to build new ships in 
domestic yards at prices approximately equal to prices in foreign shipyards. 
Construction-differential subsidies are paid for this purpose. 


Ship-operating costs 

American steamship operators in foreign trade face the same problem as 
American shipbuilders—low-wage-paying competition. Operating-differential 
subsidies, authorized by the 1936 act, help place American operators on a 
parity basis with foreign operators. 

About 80 percent of total operating subsidy to United States-flag lines is ac- 
counted for by wage cost differentials. 





8 Westinform Shipping Report No. 74, December 1956. 
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Operating-differential subsidies are unique among Government subsidy pro- 
grams in that they require, dependent upon earnings, the repayment of part 
or all of the subsidy received. In certain accounting periods, some lines have 
paid back their entire subsidy, and, in the aggregate, repayments by all lines 
have been very substantial. 


Worldwide increase in shipbuilding costs 

The steep rise in worldwide ship-construction costs since World War II 
kas created a serious problem for American lines, because the cost of any 
new vessel will be several times the cost of the vessel replaced. 

Unlike other industries, which have been able to replace their facilities 
progressively during the rising price cycle since World War II, the steamship 
industry is faced with the more acute problem of building during the next sev- 
eral years at a new price plateau. 

Vessel operators are not permitted to depreciate existing tonnage on the basis 
of replacement cost, but rather on the basis of original cost plus any capital 
improvements subsequently made. Consequently, depreciation reserves required 
to be set aside by operators for replacement purposes fall short of meeting 
today’s high construction costs. 

Chart C, below, compares the increase in shipbuilding costs with increases in 
the cost of other items in the United States. 


U.S. SHIPBUILDING COST INCREASES HIGHER THAN 
CHART C TRANSPORTATION, OTHER ITEMS 
INDEX (100 =JANUARY 1, 1939 ) 
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+ Ali items in Consumer Price indea Source: Moritime Administration 
ome Transportation U.S. Dept. of Lebdor, B.L.S. 
GQ Shipbuilding Morch 31, 1957 


Even under the trade-in policy, financial burdens of American-flag operators 
will be extremely heavy. 

For example, assume that a subsidized operator, in conformity with his re- 
placement obligation to the Government, must replace a war-built victory dry- 
cargo vessel. He selects as suitable for this purpose the new Maritime Ad- 
ministration Clipper class vessel, an 18-knot general cargo ship of 10,870 dead- 
weight tons. 

Based upon latest world market prices, the obsolete Victory would bring a 
restricted world market price of about $1,350,000. The new Clipper class ship 
could be constructed in an American shipyard at an estimated $9.5 million and 
in a representative foreign yard at an estimated $4.8 million, the price the Ameri- 
can owner pays under the parity principle of the 1936 act. 

How would the American shipowner stand financially? Instead of the Vic- 
tory for which he paid approximately $900,000 under the Ship Sales Act of 
1946, he would have a ship representing a capital investment of $4.8 million. 
Of this amount, $3,450,000 (cost minus $1,350,000 trade-in credit) is an entirely 
new financial obligation. 
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IV. LEGAL BASIS FOR THE MARITIME ADMINISTRATION POLICY 


Section 510 of the Merchant Marine Act of 1936 is clearly intended to comple- 
ment section 507 and serve as a further inducement to shipowners to trade in 
obsolete vessels for newer craft built in American yards. Section 510 permits 
the valuation of a trade-in vessel to be controlled by any one of three factors 
scrap value, depreciated value, or market value. On August 11, 1953, the Comp- 
troller General ruled that if a thorough consideration of all the facts surrounding 
a transaction showed the “fair and reasonable” value of an obsolete vessel to 
be the highest of these three factors, “there is no legal objection to fixing the 
credit allowance in that amount.” ® 

Section 802 provides for the emergency acquisition of vessels by the Govern- 
ment at depreciated book value. Industry contended that “section 802 has no 
application to trade-ins under section 510, which has its own measure of valu- 
ation regardless of prior Government aid in its construction.” Both the Mari- 
time Administration’s General Counsel and the Comptroller General have ren- 
dered opinions fully supporting this conclusion. 


V. COMMONSENCE CONSIDERATIONS 


Two commonsense considerations may be applied to test the soundness of 
Maritime Administration trade-in policy: (1) Is it consistent with the parity 
principle of our national maritime policy? and (2) is it in accord with the 
fundamental price concepts of our economic system? 

The parity principle 

The purpose of our national maritime policy is to place American lines oper 
ating under Government contract on a cost-parity basis with lower cost foreign 
flag competitors. 

Government restriction imposing greater costs on these operators than those 
borne by their competitors would defeat the entire parity principle. This would 
be the effect of a policy preventing American owners from realizing the full value 
of the remaining capital asset in obsolescent vessels. Foreign owners are free to 
sell on the world market. In order to maintain parity, those American opera 
tors who are prevented from selling their ships foreign should be permitted some 
reasonable alternative. Only one such alternative appears practicable and that 
is to permit them to trade in their ships to the Government for a credit allow- 
ance equal to the restricted world market value. 

There is another result of the trade-in policy. Contract lines will be able, in 
effect, to receive as much value from their trade-in ships as other American 
flag lines who are permitted to trade out used ships to friendly foreign flags. 
Competitive price concept 

The Maritime Administration policy recognizes the economic principle that the 
sale of commodities by American citizens is normally controlled by prices in the 
market place. This is true of sales in the foreign market as well as the domes 
tic market. For example, the American owner of a passenger plane, tractor, or 
refrigerator is free to sell it anywhere in the world, subject to obtaining an 
export permit, at the best price he can obtain. Equality of treatment would 
indicate that a vessel owner should not be in any less favorable position than 
other American citizens in the disposition of his property. 

Even more inequitable would be a Government policy governing the sale of 
property which would favor foreign citizens over American citizens. After 
World War IT, both American and foreign operators purchased large numbers 
of war-built ships from the United States Government under the Ship Sales Act 
of 1946 at identical prices. These sales to foreign buyers, totaling more than 1,100 
vessels, were made without restriction as to their subsequent disposal, and today 
such vessels are permitted to be resold freely in the world market. 

In contrast, American lines who purchased ships under the same act are pre 
vented by Government regulation from selling their vessels in the foreign market 
because this tonnage is considered of national-defense value. The trade-in policy 
will, to a significant degree, assist them to equalize the competitive advantage now 
enjoyed by foreign competitors. 


* Comptroller General decision B—115883, August 11, 1953. 
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VI. CONCLUSIONS 


In the 20 years since its enactment by Congress the Merchant Marine Act of 
1936 has proved to be sound legislation and has provided the framework for a 
workable national maritime policy. 

This policy has developed a strong and active merchant shipping fleet now 
serving the commercial requirements of our Nation and capable in times of na- 
tional emergency of providing a hard core nucleus of shipping tor defense. 

Most of the tonnage in the privately operated fleet will reach retirement age 
in 1962-66, now less than 10 years away. In the short span of 5 years more than 
1,000 vessels of all types will become due for replacement. 

It is beyond the peacetime capabilities of shipyards, shipping companies, 
financing institutions, and suppliers to replace ships at the rate of 200 a year for 
5 years. It is clear, therefore, that only an orderly schedule of ship replacement 
can deal adequately with this problem of block obsolescence. In addition, some 
ships must be replaced ahead of their normal retirement age on an accelerated 
schedule, while others will be kept in service past norma] retirement age. 

A phased-out program will result in long-run economies and greater shipyard 
efficiency through stabilized operations. It will encourage steady progress in 
research and improved technical design. It will assure steady employment of 
skilled workers and eliminate the feast-or-famine cycles which have plagued the 
shipbuilding industry. 

The trade-in policy recognizes that foreign competitors are free to make un- 
restricted disposition of their vessels and, in the interests of equity, it places 
American shipping companies in a comparable economic position so far as ship 
replacement is concerned. 

There appears to be only one practical alternative, and this is an undes rable 
one from the standpoint of the national interest. It would be to permit sale of 
all obsolete United States tonnage in the world market. 

In certain instances the transfer of merchant ships to foreign registry is not 
as beneficial to the Nation as trade-ins to Government. Our economy and our 
national Ccefense both require that America have a strong merchant shipping 
fleet—active and in reserve. 

Retaining the more serviceable ships in America’s reserve fleet, as contrasted 
with selling them in foreign markets, is in the best interests of the Government 
and the taxpayer. 

A sound trade-in policy as part of an overall ship replacement program is 
essential to the American merchant marine. 


Foreign construction of passenger and combination passenger/cargo ships since 
Jan. 1, 1956 


[Seagoing ships of 1,000 gross tons or over and 100 or more passengers} 


Delivered Jan. 1, 1956 to Under construction or on order 
Apr. 1, 1957 at Apr. 1, 1957 
Country of registry és pass Ee aon oc eae 
| 
Number Gross Passenger | Number Gross | Passenger 
of ships tous capacity of ships tons | capacity 
| 
United Kingdom s 149, 046 4, 940 s 234, 000 | 8, 088 
Norway 4 25, 318 1, 493 
Indonesia 1 6, 073 142 5 a . 
Netherlands 2 35, 660 11,012 9 114, 900 | 22,124 
Turkey - { 29, 701 RL EOO Nontccnnann | 
Spaim 2 15, 080 571 3 42, 000 | 1, 885 
Philippines , Reminds 
Italy 2 9, 592 428 8 | 84,900 | 33,099 
Yugoslavia 2 5, 300 4 240 1 3, 000 | 51, 500 
Belgium __ 1 13, 790 302 1 13, 900 | 300 
Israel - 1 9, 856 312 1 8,000 | 550 
France._.. ‘ a 3 78 70 3, 260 
Sweden... ; l 23.50 830 


! Includes 1 ship reported at capacity of 60 passengers. Ship iicluded in this tabulation because of size 
(11,366 gross tons). 

? Reflects capacity of 5 ships including 1 large ship of 1,300 passengers. Data on capacity of 4 ships not 
available. 

* Reflects capacity of 3 large ships. Capacity of 5 smaller ships not available. 

4 Passenger capacity of 1 ship rported as 240, capacity of o hor not av iilsble 

6 Reported capacity of this ship compared to gross tonnage indicates this is deck rather than cabin 
capacity. 
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